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FISHERIES IMPROVEMENT IN 


EAST ASIA: 


ECONOMIC AND GENERAL ASPECTS 


By Professor E. Stuart Kirby 


The problem of fisheries is especially urgent 
in this region because fish is one of the main sources 
of protein food, in fact the main available source 
of the calorific element essential to diet, in many 
countries. With a few very significant exceptions, 
fish production in the East Asia region is restricted 
_ by strong defects. The difficulties and defects are 
in part technical, and in part economic. They may 
be envisaged and attacked from either point of view, 
the technological or the economic; but it soon be- 
comes apparent not only that both are equally im- 
portant, but that they are in fact inseparable, and 
that it is highly advantageous to develop both to- 
gether in conjunction. 


Hongkong has become, in the postwar years, 
one of the main centres of fisheries work. First, 
it has come to figure as the actual location of a 
vigorously revived and expanding fishing industry 
on the practical plane. Secondly, it has achieved 
corresponding status as a model of suitable and com- 
petent administration in this field: in matters of 
marketing, cooperative organisations, credit and 
financing, and in general policy, the Hongkong 
Government has done successful work which is 
receiving wide recognition. 

Thirdly and concomitantly, Hongkong has be- 
come one of the leading centres of technological and 
scientific research in this field, both theoretical and 
applied: the Fisheries Research Unit, a joint under- 
taking of the Hongkong Government and the Univer- 
sity of Hongkong, is responsible for this. In 
evidence may be cited the Hongkong University 


Fisheries Journal, started in 1954, in continuance 
of the former Journal of the Hongkong Fisheries 
Research Station. Fourthly, work of comparable 
importance and quality has been established in the 
Colony in the field of studying and teaching in the 
economics and the practical organisation of the in- 
dustry. The Food and Agriculture Organisation of 
the United Nations (FAO), at the request of its Indo- 
Pacific Fisheries Council, established an Asian Re- 
gional Fish-Marketing Training Centre. This was 
located in Hongkong, as the U.N. experts 


“found that Hongkong offered almost unique advantages 
for the following reasons. A Government-Sponsored Mar- 
keting Organisation, based on co-operative principles and 
devoted to the consolidation and improvement of the fishery 
industry was in operation. That Organisation had been 
built up from scratch over very few years and many of 
the problems inherent in the fisheries of the region, such 
as illiteracy, chronic indebtedness, disorganisation, technical 
backwardness, unfavourable climatic conditions, etc., were 
being swiftly and effectively tackled. A powerful team of 
experienced and capable local personnel was available to 
assist in the conduct of the Centre. Finally the excellence 
of the available lecture and living accommodation and the 
highly convenient proximity of these to fishing centres, 
wholesale and retail markets and the Government head- 
quarters.” 


The lecture rooms and the living quarters used, 


‘in the actual course held from July 11th to August 


3lst 1954, were respectively those of the Economics 
Department in the University Main Building, and 
some of the accommodation in the older University 
Hostels—which few visitors would describe as “ex- 


482 


cellent,” or even as the best in our University, but 
they were convenient. 


With the Hongkong Government, by agreement 
with the U.K. Government, as Host, 25 senior offi- 
cers in fisheries work from 10 countries in the Re- 
gion (Burma, Ceylon, India, Indonesia, Japan, 
Malaya, Pakistan, Philippines, Thailand and Viet- 
nam), besides 5 from Hongkong attended the 
course. The official report on this course, edited 
by Mr. E. F. Szezepanik, has recently been publish- 
ed by FAO Headquarters at Rome (FAO Report 
No. 404, Report on the First FAO (Extended Tech- 
nical Assistance Programme) International Fish 
Marketing Training Centre, Hongkong; September, 
1955). This makes a complete survey of fish mar- 
keting progress and problems in the Indo-Pacific 
region, and gives a detailed account of the Fish 
Marketing Organisation in Hongkong. 


This is a very useful publication. It is much 
to be hoped that this type of work will be followed 
up and extended in future. And this is only one 
of the ways in which Hongkong could become a 
leading centre for teaching, research and interna- 
tional exchanges on all kinds of technical, indus- 
trial, economic and administrative questions. 


Meanwhile, the Fifth Meeting of the Indo- 
Pacific Fisheries Council of the Food and Agricul- 
ture Organisation has been held in Tokyo (Septem- 
ber 29th—October 15th). Hongkong has_ been 
strongly represented, by persons concerned in all 
types of work referred to above. The agenda for 
this Meeting covered reports and discussions on all 
the technical and general aspects of fisheries work, 
including specific reference to the Report last- 
mentioned. 


* * * * 


It may be useful now to summarise the general 
background of fisheries problems in the East Asian 
Region, from the economic point of view, and men- 
tion some at least of the questions at issue. The 
extensive work and documentation furnished by the 
United Nations, and other institutions and indivi- 
duals active in this field, shows the situation to be 
broadly as follows. 


As noted at the beginning of this article, fish- 
ing is Of vital importance, in this Region of the 
world especially. But there are, for the most part, 
serious defects which strongly impede its full de- 
velopment. 


In the first place, equipment and knowledge are 
deficient: there is lack of adequate boats, lack of 
mechanical power to operate boats and fishing gear, 
lack of knowledge about the fishing grounds, their 
location and quality, and lack of knowledge of effi- 
cient methods of catching fish. 


Further there is lack of knowledge of the best 
methods of handling, keeping, processing, and dis- 
tributing the product. Fishermen are largely 
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restricted to nearby fishing grounds. They depend 
on the uncertainties of the weather, and also on the 
uncertainties of the market. At some times there 
is a glut of fish, and others there is a shortage. 
The fishermen operate On very narrow margins, 
without financial resources, or indeed without much 
incentive to improve their operation of the industry. 


Where these disadvantages can be overcome, 
there has been remarkable development of fisheries. 
The chief example in the Eastern Hemisphere is 
Japan, which is now the greatest fish producing 
country in the world. Annual production in Japan 
was 3% million tons before the war. At the end 
of the war it had declined to about 2 million tons, 
but now it is rising again to 4% million tons: that 
is, to a larger figure than before the war, despite 
the fact that Japanese fishermen have in the post- 
war period been excluded from some of their most 
productive fishing grounds. 


The Japanese fishermen exploit nearby fishing 
areas very intensively, but a large part of their 
success is due to great help from the Government, 
in research, marketing organisation, and technical 
and financial assistance to the basic equipment of 
the industry. 


In India there has also been considerable pro- 
gress since the war. In Bombay (for example) the 
annual fish production has been raised since the 
end of the war from about 50,000 tons to about 
85,000, and many fishing boats have been me- 
chanised, while the marketing arrangements have 
been greatly improved. Hongkong has also become 
a famous centre of improvement in these respects. 


Outside the Asian region a number of other 
places may be cited as examples of recent and rapid 
development. In the Union of South Africa pro- 
duction was about 100,000 tons a year at the end 
of the war, and has now been quadrupled. Great 
increases have also taken place in South West Africa 
and in many countries of South America; in all 
these areas, Government assistance has played a 
significant part. 


In Asia, therefore, the area covered by fisheries 
could be greatly extended. The techniques of pro- 
duction, distribution and marketing could be radi- 
cally improved. Moreover a much better utilisa- 
tion of fish products could be effected. The amount 
available for consumption could be greatly in- 
creased by cutting out waste, which is very heavy. 
This involves the extension of storage and refrigera- 
tion facilities. New outlets for fish products could 
be developed, in such directions as the use of fish 
manure, and for animal feeding. Even in the range 
of fish products used for human consumption, there 
are many prejudices and consumer habits limiting 
the outlets, which could be overcome by judicious 
publicity. 


Hindrances to development are lack of know- 
ledge, inadequate organisation and lack of capital. 
Tt should also be noted that the efficient organisa- 
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tion of the industry, especially on the distribution 
side, is hindered in many places by the existence 
of monopolistic structures, highly canalised chan- 
nels of trade and transport, and other customary 
or accepted restrictions. Such general obstacles, 
and the lack of facilities in the nature of external 
economies (common services such as research and 
information, testing of quality, provision of major 
marketing facilities and the like) mean that only 
Governments and public authorities can easily un- 
dertake the work of improvement, on a sufficiently 
wide and systematic basis. 


Naturally, this should as far as possible be by 
supplementing and assisting private, cooperative or 
communal efforts and arrangements, where such 
exist. Unfortunately, the latter are relatively few 
and weak; and, where they are beiter established, 


they tend to be monopolistically or irrationally 
based. 


Meanwhile, in some countries at any rate, the 
Government fishery organisations and services are 
also weak, inadequately staffed, inexperienced or 
under-equipped. There is great room for them to 
learn. Study courses, or conferences for pooling 
experience, in Hongkong and various centres, pre- 
ferably extending over the whole Region, offer great 
possibilities of mutual benefit and improvement. 


Ineffective demand for fisheries products is in- 
deed due in some part to lack of purchasing power 
among the Asian masses; however, it is due in at 
least equal (if not larger) part to prejudices. or 
irrational preferences for or against certain types 
of fish-products or forms of preparation or pre- 
servation, also to lack of appreciation of the nutri- 
tive value of aquatic products; or simply to lack 
of availability, owing to which no market has ever 
been created. The potential demand could thus be 
enormously extended by educational policies, and 
some direct encouragement to new developments. 


FAO’s general recommendations are_ that 
fisheries policies and plans must be integrated and 
coordinated with the general development policies 
and plans of governments and authorities, central 
and local; but there is a special warning that much 
of the investment and effort must appear “in- 
direct,” from the point of view of the “orthodox” 
or penny-watching habit of mind of smaller govern- 
ments, colonial services, etc., since, in such fields 
as this, research work, “academic” investigations 
or experimental “projects” are of particular im- 
portance. 


The Region is making good progress in fisheries 
promotion, better than in many other lines of econo- 
mie -development work; and Hongkong in parti- 
cular has made quite a good showing in this matter. 
It is much to be hoped that this progress will be 
maintained and intensified, as part of a broad and 
flexible policy of not neglecting any possibility of 
material improvement. 
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JAPAN’S PRESENT ECONOMIC SITUATION 
AND OUTLOOK 


A policy of retrenchment, centered around the tighten- 
ing of national finance, was adopted in fiscal 1954. The 
purport of this policy consisted in remedying Japan’s adverse 
balance of international payments during fiscal 1953. The 
policy of financial stringency brought about greater reper- 
cussions than expected in the early part of fiscal 1954. 
Commercial and industrial enterprises suffered from the 
tight-money situation and this served to expedite the adjust- 
ment of inventories. As a result, wholesale prices declined 
eight per cent and mining and manufacturing production 
decreased by five per cent during the first half of the 
fiscal year. However, the increase of exports in the second 
half of the year helped business to recover. Two factors 
were responsible for this export increase. 


One was negative, namely, the pressure of the accumu- 
lative effect of financial retrenchment since the beginning 
of the fiscal year. The other, on the positive side, was 
the improvement of the overseas market. Wholesale prices 
rallied. Mining and manufacturing output rose by seven 
per cent, more than offsetting the decrease in the first 
half. 


In short, the Japanese economy during fiscal 1954 ex- 
périenced a regression in the first half of the year but 
turned upwards in the latter half. The economic scale for 
the entire year exceeded that of the preceding year by two 
per cent. The tightening of finance caused monetary strin- 
gency but improvement in the business situation overseas 
saved the Japanese economy from a deflation which other- 
wise would have compelled a contraction of the economy. 


The primary aim of the retrenchment policy—improving 
the balance of international payments—was achieved. The 
balance for fiscal 1954 turned out to be $344,000,000 in 
favor of Japan. This was a remarkable improvement 
amounting to $657,000,000 compared with the unfavorable 
balance of $313,000,000 recorded in fiscal 1953. The con- 
Spicuous improvement in the trade balance was attributable 
to the fact that, despite a $171,000,000 decrease in special 
procurement income, exports increased by $357,000,000 
while imports declined by $475,000,000. 


Domestic and overseas factors accounted for the in- 
crease in exports. Among the domestic factors were the 
emphasis on exports by commercial enterprises owing to 
the dullness of the home market and the decline of Japanese 
export prices to the international level as a result of price 
cuts brought about by the depression. The overseas factors 
included the expansion of world trade in general and the 
easing of import restrictions by countries of the sterling 
area. 


Many factors are cited for the decrease in imports. 
The drop in imports directly due to the retrenchment policy 
amounted to only about $100,000,000. The remainder— 
$350,000,000—came about through a fall in overseas prices; 
decreased food imports resulting from the recovery of do- 
mestic agricultural production; and the deferment of dollar 
usance payments and loans. 


The factors responsible for the favorable change in 
the trade balance were ‘largely incidental. The favorable 
trade balance is not stable and may be reversed. 


The inflationary elements in Japan's 
caused a critical trade balance in fiscal 1953 have dis- 
appeared, but the basic factors which had invited such a 
phenomenon in the past and the irregularities in the Japanese 
economy left over from the inflation have not been com- 
pletely removed as yet. During the inflationary period, 
business firms tended to rely to a large extent on commer- 
cial banks for necessary funds and the commercial banks, 
for their part, on the Central Bank. The phenomena known 
as Over-loans and over-borrowing resylted and _ persisted. 
They have been eliminated, at least on the surface, by the 
enforcement of financial retrenchment. In _ the field of 
money rates, however, the situation still remains that the 
commercial banks can earn a greater profit margin by 
borrowing from the Central Bank and lending them to en- 
terprises than collecting deposits at a high operating cost. 
Commercial and industrial enterprises continue to suffer 
from a low margin of profit and lack the power to accumulate 
their own capital. Loans for rationalization of their man- 
agement have not proven 100 per cent effective either. At 
the same time, the enforcement of the Anti-Monopoly Law 
and the Excessive Economic Power Deconcentration Law 
only resulted in the mushrooming of various enterprises, 
while the absence of a new industrial system makes it in- 
feasible to centralize production with efficient equipment and 
the enterprises 2re naturally exposed to excessive competi- 
tion on the narrow market. Under these circumstances, the 
enterprises can scarcely afford to accumulate their own 
capital. Hence, there is the possibility that they might again 
depend upon banks when they need funds for business ex- 
pansion. This, in turn, would likely lead to the expansion 
of the Bank of Japan’s credit and the return of inflation. 


The ground-leveling for the normalization of the 
Japanese economy has not been completed, and this makes 
immediate development difficult. However, in view of the 
yearly increase of the labor population by 700,000 and the 
need of giving them employment, the Japanese economy 
cannot be marking time.” The value of the currency must 
be stabilized and the operations of the money market 
normalized; the function of the money rates must be restored 
and the normal accumulation of capital as well as rational 
investments encouraged and promoted. 


Internationally, efforts must be made to adjust and 
improve relations with foreign countries; treaties of com- 
merce and navigation should be concluded with as many 
countries as possible; and membership in various world econo- 
mic organizations must be achieved in order to promote 
foreign trade. The promotion of foreign trade is a prime 
requisite for the economic development of Japan whose 
natural resources are limited. 


The recovery of the Japanese economy in the 10 years 
after the termination of World War II is impressive. Its 
recovery, however, has been propped up in a large measure 
to abnormal factors such as the inflationary policy of the 
Government, economic aid from other countries and special 
procurement orders. With exports still standing at a level 
which is not more than half the prewar level, the future 
development of the Japanese economy must be concentrated 
on the promotion of foreign trade. 
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V.D. IN HONGKONG AND PUBLIC OPINION 


The Hongkong public are by now accustomed to being 
the butt of some false accusations. Amongst these probably 
few have done more harm to the good name of the city than 
that “ten per cent of the population is syphilitic”. The sug- 
gestion that one in every ten of the people we come into 
contact with in trams, or ferries, in restaurants and on the 
beach, are infected with this loathsome and contagious di- 
sease, is a nasty thought, and there was at the time both 
amazement and dismay. And there is more to it than that: 
a high rate of Venereal Disease means a high rate of pro- 
miscuity, and is therefore synonymous with low morals; for 
in the age of today, when we speak of morality, we mean sex 
morality. To say that we have a high incidence of Venereal 
Disease is the same as to say that we are an immoral com- 
munity. Furthermore, this dreadful slander did not stop in 
Hongkong; it was soon bruited abroad, and gained momentum 
with distance and with time. While the local moralists were 
still chewing the cud, an echo came back to us from the 
other side of the world: the Free Church Journal, a Bri- 
tish weekly had this to say: Steps must be taken: “to re- 
duce the risks of physical and moral degeneration, to which 
young British servicemen are subjected in Hongkong.... 
a situation that nauseated even some hardened old soldiers 
..,, Saturday night scenes make the heart sick, in men who 
are not squeamish.” After this lurid description, accusa- 
tions of immorality and of disease continue to appear from 
time to time under various guises, and are trotted out when- 
ever some “moral” movement is on foot. 


Genesis of Accusation: Are these accusations true, 
and first of all how did they arise? Towards the end of 
1952, an official came here from the World Health Organisa- 
tion, a specialized agency of the United Nations, and gave 
a talk on the subject of syphilis, to a group of prominent 
citizens. This is what he had to say: “The incidence of 
syphilis in Hongkong today is one in every eight or ten 
adults”; and this is how he explained his computation: “In 
Hongkong in 1950 55,000 blood specimens were examined 
by your Pathological Institute; about 20% of these showed 
evidence of syphilis. On the other hand, approximately one 
third of. the pregnant women of this city, roughly 24,000, 
were blood-tested, and 74% had syphilis. Somewhere be- 
tween 74% and 20% lies the true incidence of syphilis in 
this community; perhaps one in eight or ten adults in Hong- 
kong has syphilis today.” 


Understanding Statistics: Now, what is wrong with this 
statement? There is of course nothing wrong with the 
Statistics themselves; they are computed by our excellent 
Medical Service and are not, in fact, very different from 
similar statistics collected in other urban laboratories else- 
where. What is wrong is the use that was made of them: 
there is here an error so fundamental and so glaring as to 
make it difficult to pass comment at the same time ade- 
quately and moderately. 


The 55,000 persons, who had a blood-test, were taken 
by the lecturer as a first sample of our population; and the 
24,000 pregnant women as a second sample. Then a kind 
of an average or mean was taken between the result yielded 
by the two, it was then slightly lowered, presumably for the 
sake of moderation, and this is how the figure of 10% came to 
be quoted. The figure of 55,000 is of course a very small 
part of our population, amounting to just above 23 per 
cent, and the first question that comes to mind is: are we 
entitled to conclude that what conditions we find in that 


small section, also obtain in the whole? The answer is that 
we are so entitled. This is indeed what “Sampling” is, and 
sampling is one of the most common and useful tools of 
statisticians. It is permissible to conclude from the small 
part to the whole, but with a very important, with a vital 
qualification: and that is that the sample must be an exact 
replica of the whole. As an illustration, if we have a 
truckfull of some 20,000 apples, and we suspect some 10% 
to be rotten, we need not, in practice, examine the whole 
cargo to decide; if we examine a lot of 200 we shall probably 
get an answer true enough for our needs. But the utmost 
care must be taken, so that the individual apples making up 
the sample are taken uniformly from one and every possible 
location in the whole load, otherwise, if the rotten specimens 
happen to be bunched all in one corner, we might take our 
sample all from that corner, and get us a false result. Much 
the same kind of reasoning applies to,the present case: our 
sample must be an exact replica of the whole, it must 
contain exactly the same proportion of young and old, of 
male and female, of rich and poor, exactly the same pro- 
portion of workers, doctors, hawkers, clerks, renaragye and 
housewives. Unless we follow this rule absolutely and to 
the letter, our sampling operation will be not only mislead- 
ing but in fact devoid of meaning. 


The decisive question here is then: was the sample 
properly constituted, was it an exact replica of the whole 
population? Who were the 55,000 persons who had blood 
tests? 

Now it is not everybody who will go to the trouble and 
expense of having his blood examined. Why should a mer- 
chant in good health, a workman in good employment, why 
should a housewife or a student have a blood test? We 
were not told how the sample was made up but we know 
what is the general practice in pathological laboratories of 
large cities. This is what a specialist told us: 


Persons who come for a blood test roughly belong to 
three groups: (1) Patients: This is by far the largest 
group; it includes persons who have syphilis and who are 
sent by a doctor for confirmation, patients with some other 
V.D., who might also have syphilis, syphilitics under treat- 
ment, who need a periodic check up; old syphilitics now 
under control, or cured, who continue to need watching; per- 
sons who have been “astray” ahd who may have caught 
the disease, patients with a skin, nerve, eye or other con- 
dition that may be caused by syphilis; patients with a non- 
syphilitic ailment, but who might have syphilis as a com- 
plication; patients under a general check up. (2) The 
Routine Group: Persons who are sent for a blood test by 
some authority in whose charge they are; such are generally 
prisoners, prostitutes and paupers. This group’ is much 
smaller than the first group. (3) Healthy Persons: This 
group is made up of persons who apply for a government 
employment, persons who contemplate matrimony and 
undergo a pre-nuptial check up; blood donors who have 
regular blood tests. This last group is commonly quite 
small. 


Discussion of the Sample: In the nature of things, the 
first group, also very much the largest group, must contain 
a relatively high proportion of syphilitics since most are 
either known syphilitics or suspects. And so also must the 
second smaller group; prostitutes in particular rarely fail 
to contract the disease early in their career. Prisoners and 
paupers have a much higher rate of morbidity than the 
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486 Economic Review) 
average population. Much the same kind of reasoning, vard de la Madeleine, and their behaviour is as good or 
though in lesser measure, applies to second sample of 24,000 better. It is true that disease amongst prostitutes cannot 
pregnant women. These comprise mostly either patients, or be avoided, but on the other hand, infectiousness can be 
persons who visit government clinics, and are likely to belong reduced to the vanishing point. Our splendid medical ser- 
to the poorer classes. It is reasonable to suppose that these vice seems to be doing a good job of it, as each of the six 
24000 women who were examined include somewhat more doctors in charge of “Social Hygiene” saw an average of 
syphilitics than the 48,000 who were not. 20 new cases a day, and 80 old cases, and the number of 
new clients has trebled in 3 years; perhaps more doctors 
Summing up this situation, the sample given not only and more clinics are needed. Licensed brothels would cer- 
was not a properly constituted sample, but was in fact every- tainly be a great help. si 
thing that a sample should not be; conclusions drawn from i 
such a sample have no meaning whatever. The fact that, United Nations: How the accusation came to be made _ 
20% of the 55,000 or 74% of the 24,000 had a positive blood by an official of the United Nations, poses problems that are str 
test has no relation whatever to larger question: how many outside the scope of this article. But it must be remem- po 
syphilitics are there in the 2,000,000 of our population? If ered that, perhaps, there is somewhere in the files of wen 
an incidence of 20% and 74%, as found in the groups de- W.H.O. a report something like the following: “A repre- shes 
scribed above, is taken to bear at all on the general popula- sentative was sent to Hongkong to investigate the V.D. “us 
tion, it is that the incidence in that population can only be Situation in that city; after a careful enquiry on the spot, = 
a fraction of those figures, and if we had to make a guess, and an analysis of local statistics, a state of affairs was ae 
perhaps 3% or even 2% are as good as any. revealed..... etc. . 
A question comes to mind: is this an isolated case? po 
Conditions abroad: How do the various figures quoted Are there others like it? Are not such investigations and Jo 


above for Hongkong compare with the world outside? This 
is a difficult question because the disease is considered 
shameful and medical secrecy is strict where it is concerned. 
However, there are some indications. According to Barnes 
(“Society in Transition’’), 400,000 American soldiers were 
found infected at the end of the war. More recently an 
interesting experiment was made in New York, an improvised 
clinic or station was set up at a street corner in Lower 
Manhattan, and passers by were invited to have a blood test 
gratis. 415 tests were made of which 27 were found posi- 
tive or doubtful. This would be 64%. This experiment is 
far, of course, from being an acceptable sample but is an 
indication in lieu of anything better. 


True Incidence in Hongkong: As we must reject the 
fanciful figure of 10%, has any further information come to 
light? By 1952-53 the percentage of positive results given 
for the pregnant women group had fallen to 3.3% from 7.5% 
the year before. Everything considered, and if we had to 
make a guess, as to the true incidence of the disease perhaps 
about 3% would not be unlikely, and there is reason to 
think that a figure of 3% would compare favourably with 
Europe and America. This is also in line with the high sex 
morality of the Chinese. An instance of this is the fact 
that many more Chinese women come to the marriage bed 
in a State of virginity, than do their sisters in most Western 
countries. 
we hope to return to the whole question of sex morality and 
disease in Hongkong in a later survey. 


What are we to think of this exposition? The facts 
themselves are plain; a serious accusation has been made 
against the population of Hongkong, on grounds that are 
proved to be entirely erroneous. Three aspects of this 
situation can be considered: the V.D. situation in itself; 
the role of the United Nations Agencies, and, most im- 
mediately important: why was the accusation not challenged? 


Venereal Disease and Prostitution in Hongkong: This 
is unfortunately a favourite subject of discussion and 
lamentation in certain circles. As a matter of fact, there 
is no reason at all to think that we have more sex-disease 
than any other large seaport—it is a very minor problem 
here, largely confined to servicemen and their partners. 
V.D. amongst troops is a matter of sanitary discipline and 


This aspect of the affair is of great interest, and — 
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sex-education; there is no reason why it should be more un- 
tractable here than elsewhere. As for prostitutes, in spite 
of shrill denunciations, there are no more to the square mile 
along Nathan Road, than in Shaftesbury Avenue or Boule- 
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oer There has recently been a good deal of talk about the 
strength of the competition with which British engineering 
made must cope abroad and the extent to which its resources are | 
+ are stretched at home. But when this industry looks at its re- 
mem- ) Sources, its commitments and the talent at its disposal, it 
1s of can rightly claim that the position is good. Overseas it has 
‘epre- registered many outstanding successes. British engineers 
VD. are working all over the world on big contracts and keeping 
spot, in touch with governments and large companies on whose 
_ was decisions further big orders rest. 
One interesting testimony to Britain’s competitive 
case? powers comes from the U.S.A. The latest uproar over the 
; and Joseph Dam contracts has shown the ability of United King- 


statements checked at any point? This is a serious problem 
of relationship between U.N.O. and member states. 


Why Not Challenged: The reason why is probably mani- 
fold and complex. The chief element is our low level of 
culture, as shown by our high rate of illiteracy, our few 
schools, the absence of learned societies and our so very few 
serious publications. Fewer people speak English in Hong- 
kong, a British Colony, than in either Copenhagen or 
Shanghai. There is no public opinion, and hardly any dis- 
cussion of public affairs. 


If the public was unable to understand the situation, 


serving the good name of the city. What are exactly the 
functions of Public Relations Officers is not clear; but they 
do not seem to have been concerned in the matter. The 
chief need of Hongkong at present is the creation of an 
institution capable of an intelligent discussion of public 
affairs. 


— “Critic” 


there seems to have been no one with the duty of pre 
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BRITISH ENGINEERING IN A COMPETITIVE WORLD 


Kingsley 


dom companies to bid below United States contractors in 
their own markets—and to keep bidding low. 

Britain’s lead in the application of the gas turbine to 
commercial aircraft needs no emphasis but this is only one 
sign of the country’s ability not only to sell ever-growing 
quantities of engineering equipment but also to develop the 
latest and the best. 


One of the most telling signs of the export potential 
of any country’s engineering industry is the amount of civil 
engineering work which it has in hand. Not only has this 
kind of work to be secured in the face of severe competition 
but it can bring with it a valuable amount of goodwill when 
equipment is sold in connection with any particular project. 
For example, the fact that a British contractor is to build 
the £11 million Hirfanli Dam in Turkey gives British en- 
gineering companies an edge in supplying hydro-electric 
equipment. Since the company which built the Forth Bridge 
in Scotland over sixty-five years ago is to build a new 
highway over the Euphrates, toad-making equipment made 
in Britain has an automatic sales office in the Middle East. 
Because U.K. civil engineers are doing £12 million worth 
of work on harbours in the Gold Coast they are at hand for 
consultation on all the other work on the vast £140 million 
hydro-electric and alumina -project in a country which, while 
learning the arts of self-government, is seeking to build up 
its own relations with companies of international repute. 


In the field of civil engineering it has been recently 
estimated that in the year ended last March overseas con- 
tractors from the U.K. completed about £70 million of 
orders whereas a few years ago the annual figure was some- 
where between £30 million and £50 million. During the 
twelve months under review they gained orders for 
about £75 million and contracts in hand at the end of the 
period were about £70 million. There is therefore every 
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ECONOMIC REVIEW 


POSTWAR FINANCIAL SYSTEM OF JAPAN 


Foreword 


Along with the transformation of the Japanese economy 
» from a feudal economy to a capitalistic economy upon the 
abolition of the Tokugawa Shogunate as the result of the 
Meiji Restoration of 1868, many of the modern institutions 
of the Western countries were introduced into Japan. 
Among the institutions introduced during this period was 
the financial system patterned after that of the advanced 
countries. 


Steady improvement in the financial system has been 
made since then along with the development and expansion 
of the nationa] economy. However, a considerable change 
in the character of the financial system has taken place after 
1937 under the impact of (1) the wartime economy adopted 
by Japan between the commencement of Sino-Japanese 
hostilities in July 1937 and the termination of war in August 
1945, (2) spiralling inflation in the early postwar years, 
(3) the economic democratization movement fostered by the 
Allied Occupation and (4) fiscal and monetary policies de- 
signed to facilitate postwar rehabilitation. 


In discussing the financial system of this country, there- 
fore, it will be necessary to distinguish between the prewar 
and postwar systems. For convenience sake, however, we 
shall in this article deal with the postwar system only, 
showing the postwar changes in fiscal and monetary policies, 
the special features of the postwar financial system and 
the general outline of the present system. Only when the 
occasion demands, we shall refer to the prewar system for 
supplementary information. 


indication that the competitive power of British overseas 
civil engineering continues to strengthen. 


U.K. prowess in the field of heavy electrical equipment 
is well known. Some of the most famous engineering pro- 
jects of recent years, as in the past, incorporate British 
equipment. 
= The generating sets for the Owen Falls hydro-electric 
installation come from a British company, the demand for 
whose equipment is so great that it has embarked upon an 
£8 million expansion programme in Northern Ireland. This 
expansion plan has an overseas interest in that it is often 
said that U.K. engineering is short of skilled manpower, this 
fixing an automatic limit to the amount of equipment that 
her factories can make. This company is an_ excellent 
example of those which have faced this issue. The ambi- 
tious training programme which it is carrying out near Bel- 
fast will when completed provide ample new trained labour 
to fill the new factory. There will be, in fact, a new in- 
dustrial community of 3,000 workers, 3,000 man-units of 
additional engineering manpower working several hundred 
miles away across the Irish Sea in what looks like being one 
of the most exciting experiments in large-scale engineering 
organisation ever undertaken by a big manufacturer of 
heavy electrical equipment. There is one _ enterprising 
answer to the “no manpower” argument. 


British engineering has indeed got more than the suc- 
cesses of the past to build on. Perhaps most important of 
all, it has the spirit of the offensive—the determination to 
-go ahead commercially and technically. The proof of all 
this is not only in the figures of goods delivered but in the 
state of the order books—and the orders are there. 


Postwar Changes in Fiscal and Monetary Policies 


For studying the postwar changes in the fiscal and 
monetary policies of this country, we may divide the post- 
war years into the following four periods: (1) From the 
war’s end to the adoption of the Dodge Line; (2) From the 
adoption of the Dodge Line to the outbreak of the Korean 
war; (3) From the outbreak of the Korean war to the 
adoption of a tight money policy in the fall of 1953; (4) Since 
then up to the present time. We shall now take up the 
changes in the order of the above periods. 


1. First Period (August 1945-December 1948) 


This was a period in which a spiralling inflation de- 
veloped in the wake of the confusion created by defeat in 
war. During this period a series of economic democratiza- 
tion measures were carried out under the Occupation, such 
as the dissolutiom of the Zaibatsu, land reform, enactment 
of labor legislations, collection of capital-levy taxes, enact- 
ment of the Economic Deconcentration Law, Anti-Monopoly 
Law and Securities Trading Law, and “recommendation” for 
the reorganization of the banking system. At the same 
time positive fiscal and monetary measures designed to faci- 
litate postwar rehabilitation and to expand production were 
adopted, such as promotion of industrial production on a 
priority basis, grant of government subsidies and extension 
of rehabilitation loans through the Reconversion Finance 
Bank. 


During the early postwar years the funds needed for 
such rehabilitation and production expansion were provided 
principally by deficit financing and by expansion of credit 
by the Bank of Japan through the Reconversion Finance 
Bank in view of the lack of capital accumulation in the 
postwar period as the result of the past disastrous war. 

During this period the city bank interest rate rose 
sharply in reflection of the brisk demand for funds under 
the inflationary pressure. The Bank of Japan official rate 
also followed suit, being raised thrice during the period, but 
still the spread between the city bank interest rate and the 
official rate steadily widened. In order to cover this widen- 
ing gap between the two, the Bank of Japan reinforced its 


higher interest rate application system, which was partly in — 


existence since before the war. But this system was not 
so effective as to check the inflation of this period. 


2. Second Period (December 1948-June 1950) 


This period was featured by the disinflationary policy 
enforced under the Dodge Line. It was in this period that 
the Dodge-inspired nine-point economic stabilization program 
was announced. Fairly drastic measures, such as the esta- 
blishment of a fixed single exchange rate at Y360 to the US 
dollar, discontinuance of loans by the Reconversion Finance 
Bank, abolition of government subsidies and redemption of 
government bonds with fiscal revenues, were taken with the 


view of curbing the inflation that had run rampant during © 


the first period. At the same time, in order to effect a 
changeover from forced capital accumulation to voluntary 
capital accumulation, the Asset Revaluation Law was enacted, 
together with a wide revision of the tax system whereby 
the excess profit tax on corporations and the collection at 
source of the tax on dividends were abolished. 


It may be said that the aim of the Dodge Line was to 
bring the Japanese price level down to the international level 


= © 6 


| 
t 
fc 
G 
| 
t 
d 
O 
Ww 
h 
J 
e 
W 
n 
t 
p 
t 
J 
l 
d 
t 
Cc 
d 
i 


EW 


‘from the Bank of Japan under this system. 


October 20, 1955 


through the medium of the Y360 exchange rate by pushing 
forward a disinflationary policy. However, for fear that 
the Japanese economy might be thrown into a severe crisis 
if the Dodge Line were carried out literally, the Japanese 
Government authorities concerned adopted a policy of miti- 
gating the deflationary pressure by monetary measures, 
such as reduction of the higher interest application rate 
and open-market operations. 

In reflection of such monetary situation and also for 
the purpose of lessening the interest burden on _ business 
corporations, the city bank interest rate was reduced twice 
during 1950 (in February and April), though the official rate 
of the Bank of Japan remained unchanged. 


3. Third Period (June 1950-September 1953) 


This was a period in which Japan, after enjoying pro- 
sperity under the Korean boom and then confronted with a 
world-wide business recession following the termination. of 
the Korean war, was finally released from Occupation and 
was enabled to work out fiscal and monetary policies on 
her own initiative. During the early part of this period the 
Japanese economy .emerged from depression under the 
Dodge Line and enjoyed high prosperity, thanks to increased 
exports and special procurements arising from the Korean 
war. 

Even after the evaporation of the Korean boom, 
whereas the Western countries had adopted anti-inflationary 
measures, Japan followed fiscal measures designed to support 
the domestic boom and adopted monetary measures, such as 
preferential treatment of import financing designed to check 
the deflationary impact of the recession abroad on_ the 
Japanese economy. Though the Bank of Japan official 
interest rate and the higher interest rate application system 
were both bolstered in the meantime, the city bank interest 
rate was. reduced. Together with the preferential treat- 
ment of import financing and increase in fiscal expenditures, 
such reduction of interest rate served rather as a stimulant 
to the Japanese economy. It was in this way that the 
domestic boom was kept up for the time being in the face 
of recession abroad. 

In the phase of the economic structure reorganization 
of enterprises was fostered, the application of the Anti- 
Monopoly Law was relaxed, and a long-term credit bank 
system was perfected, all of which movements were designed 
to bring the conceptual reforms carried out under the Oc- 
cupation closer to the economic realities of this country. 


4. Fourth Period (September 1953 to date) 


During this period, in the face of the rapid deterioration 
of the balance of payments position, self-reflection was made 
on the policy centered on domestic prosperity, and retrench- 
ment fiscal and monetary policies were adopted. Though 
rather belatedly, Japan began to carry out measures for the 
“revival of monetary policy,” which the Western countries 
had early adopted following the outbreak of the Korean 
war. There was, however, considerable difference in nature 
between the revival of monetary policy in the Western 
countries and the one adopted in Japan. Whereas the 
former represented the orthodox method of raising the 
official rate of the central bank and carrying out open-market 
operations, the latter represented monetary measures cen- 
tering around the abolition of the preferential treatment of 
import financing and the bolstering of the higher interest 
rate application system. 

By the bolstering of the latter system in March 1954, 
the interest rate charged under this system went for the 
first time above the loan rate charged by the banks, thus 
rendering it unprofitable for banks to lend funds borrowed 
It is significant 
to note that both the official rate and the city bank interest 
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rate remained unchanged and no open-market operations 
were conducted. 


In connection with the foregoing review of the postwar 
changes in fiscal and monetary policies, the following two 
features may be pointed out: 


Firstly, despite the urgent need in the postwar period 
for increasing capital accumulation in order to effect rapid 
recovery from the wartime depletion and destruction of 
production facilities, it was almost impossible to expect 
expansion of voluntary savings under a condition of reduced 
national income and rapidly developing’ inflation. Since 
under. such circumstances there was a constant shortage of 
capital, some sort of fiscal and monetary measures was 
taken to cover this gap in some form or other. 


Secondly, whereas during the Occupation various mea- 
sures designed to effect economic democratization had been 
undertaken, after Japan’s acquirement of independence 
movements have been afoot toward gradually improving 
such measures with a view to adapting them to the condi- 
tions of this country. 


In respect to interest rate policy, the official rate of the 
central bank and the city bank interest rate are, in this 
country, not inter-related orthodoxically as in the case of 
the Western countries. The respective rates are set inde- 
pendently of each other in accordance with the circumstances 
of the time. 


It was against the background of these postwar 
changes in fiscal and monetary policies that the characteris- 
tics of the present Japanese financial system were developed. 
We shall now take up these characteristics. 


Characteristics of the Japanese Financial System 


As characteristics of the Japanese financial system we 
may point out six main features, namely, (1) close rela- 
tionship between public finance and the financial system, 
(2) overlending by banks, (3) predominance of financial 
institutions over the securiti¢s market, (4) existence of de- 
benture-issuing banks, (5) under-developed state of the 
short-term money market and (6) imbalance of the interest 
rate structure. These features will now be discussed in the 
order given above. 


TABLE I 


POSTWAR CHANGES IN THE OFFICIAL REDISCOUNT 
RATE OF THE BANK OF JAPAN AND THE 
DISCOUNT RATE OF THE CITY BANKS 


City banks’ discount 


Bank of Japan rate for commercial yen 


Date of official rediscount bills eligible for re- 
revision rate for com- discount by the Bank (B)__(A) 
mercial bills* (A) of Japan (B) 
% % % 

November 1, 1945 .... 3.285 4.015 — 
October 14, 1946 .... 3.65 — — 
July 5, 1947 8.395 
January 6, 19487 —- 9.125 5.475 
April 4.38 — 4.745 
July = 5.11 5.11 
September 15, 1949 — 9.855 4.745 
February 1, 1950 .... — 9.125 4.015 
April — 8.395 3.285 
November 10, .... — 8.03 2.92 
October 5.84 — 2.19 
October 7.665 1.825 


* Represent the rate applicable to~ordinary bills up to July 10, 
1950, and the rate applicable thereafter to bills eligible for re- 
discount under a preferred treatment measure adopted on the 
above date. 

+ The rates effective prior to January 6, 1948 represent minimum 
rates agreed upon among the city banks. The rates effective 
thereafter are maximum rates prescribed by the Temporary In- 
terest Adjustment Law, which was enforced after December 15, 
1947. 


Source: Survey by the Industrial Bank of Japan. 
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TABLE Il 
POSTWAR CHANGES IN THE APPLICATION OF 
HIGHER INTEREST RATES BY THE BANK OF JAPAN 
Rediscount of commer- Loans against national 
cial bills or loans government 
Date thereagainst bonds \ 
of First high Second high First high Second high 
revision rate rate rate rate 
sen % sen % sen % sen 
April 1, 1949 5.11 (1.4) 9.125 (2.5) 6.57 (1.8) 9.855 (2.7) 
July 4 5.11 (1.4) 7.665 (2.1) 6.57 (1.8) 8.895 (2.3) 
February 1, 1950 5.11 (1.4) 5.11 (1.4) 6.205 (1.7) 7.665 (2.1) 
December 1, ,, 5.11 (144) 7.30 (2.0) 6.205 (1.7) 8.395 (2.38) 
March 20, 1951 5.11 (1.4) 7.665 (2.1) 6.205 (1.7) 9.125 (2.5) 
October 15, .,, 5.84 (1.6) 7.665 (2.1) 6.935 (1.9) 9.125 (2.5) 
March 1, 1954 5.84 (1.6) 8.395 (2.3) 6.935 (1.9) 9.49 (2.6) 
Note: Figures enclosed in parentheses represent per diem 


rate for Y100. 
Source: Survey by the Industrial Bank of Japan. 


1. Close Relationship between Public Finance and_ the 


Financial System 


In this country there are many cases where those func- 
tions which properly should be performed by private financial 
institutions are being performed by public finance, so that 
public funds play a very important role in covering the 
shortage of private capital accumulation. In the form of 
postal deposits, postal life insurance and postal annuities, the 
national government accumulates petty deposits from the 
low-income earning class and concentrates the funds so 
collected in the Trust Fund Bureau Special Account and 
the Postal Life Insurance and Postal Annuity Special Ac- 
count, which in turn employ the funds by investment in 
government and municipal bonds and financial debentures 
issued by debenture-issuing banks, and by loans to govern- 
ment financial agencies and government-owned enterprises. 
In addition, with funds raised by the issuance of rehabilita- 
tion government bonds and special tax reduction government 
bonds and by appropriation from the General Account, the 
national government supplies funds to various government 
financial agencies, which in turn lend the funds to those 
enterprises which cannot readily obtain finance from private 
financial institutions. 


2. Overlending by Banks 

Lacking adequate financial resources for meeting the 
huge demand for industrial funds necessitated by the post- 
war rehabilitation of the war-devastated economy, Japanese 
financial institutions have tended to depend on loans from 
the Bank of Japan for covering the shortage of lending 
funds. The result is that they are in a state of “over- 
lending.” Whereas during the 1934-35 period the ratio of 
loans to deposits of all Japanese banks was 60-70%, the 
ratio has risen since 1949, until it now fluctuates around 
the 95% level. Incidentally, loans by the Bank of Japan 
as of November 30, 1954 amounted to Y298.9 billion (redis- 
counts P45.5 billion and loans Y253.4 billion), which amount 
was equal to 55% of the amount of Bank of Japan notes 
outstanding. 


Likewise, business enterprises are heavily dependent on 
financial institutions for the financing of their business, 
being in a state of “over-borrowing.” According to the 
Industrial Bank of Japan survey of the operating results 
of principal Japanese corporations, the capital structure of 
Japanese corporations has greatly deteriorated in the post- 
war period. Whereas the proportions of equity capital to 
external capital were 61 to 39 in the first term of 1936, the 
proportions stood at 16 to 84 in the first term of 1949, 
indicating a very high degree of dependence on external 
capital. Though this imbalance in capital structure has 
been gradually remedied by revaluation of assets and by 
stock issues, the proportions still stood at 40 to 60 in the 
first term of 1954, indicating a reverse position from the 
prewar capital structure. 
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3. Predominance of Finance Institutions over the Securities 
Market 


In this country the securities market plays a rather 
small role in the procurement of industrial capital. Even 
long-term industrial capital, which properly should be raised 
in the securities market, must be provided to a considerable 
extent by financial institutions. And even in the securities 
market, except the stock market, purchase of corporate bonds 
by financial institutions accounts for the great portion of 
the bonds floated. . 

This predominance of financial institutions over the 
securities market can be readily seen from Table VI showing 
the sources of supply of industrial capital in this country. 
Of the total supply of industrial capital (excluding retained 
profits) during the one-year period from December 1953 
through November 1954, only 24.6% was supplied by the 
securities market. Again, of the total issues of corporate 
bonds during 1954, 97.2% was purchased by financial in- 
stitutions. 

While it is true that this predominance of financial in- 
stitutions over the securities market had already existed in 
the prewar period, there was then a relatively high rate of 
procurement of industria] capital by stock issues in the form 
of reinvestment of the high earnings realized by corpora- 
tions mostly controlled by Zaibatsu interests. In respect of 
corporate bonds, however, there has been no difference 
between the prewar and postwar status. 

As the factors giving rise to this predominance of 
financial institutions may be cited the following: 

a. Because of the late start made by Japan in adopting 
the modern economic system, forced savings had to be made, 
instead of depending merely on voluntary savings. 

b. Because of the low income of the masses and their 
lack of knowledge of securities and inexperience in securities 
investment, indirect investment through financial institu- 
tions, instead of direct investment, has been prevalent in 
the past. 

4. Existence of Debenture-issuing Banks 


In view of the under-development of the securities 
market, as pointed above, Japanese deposit banks have 
extended not only short-term commercial credit but also 
long-term credit to a fairly large extent. Since there is, 
however, a limit to the extension of long-term credit from 
the standpoint of maintaining liquidity of bank assets, there 
exist in this country special financial institutions which raise 
long-term capital by the issuance of debentures and lend 
the proceeds thereof for long-term industrial financing. In 
the prewar period such institutions included the Industrial 
Bank of Japan, Japan Hypothee Bank, Hokkaido Colonial 
Development Bank, Central Bank for Commercial and In- 
dustrial Cooperatives and the Central Cooperative Bank for 
Agriculture and Forestry. Especially the first three, known 
as semi-government and semi-private special banks, had a 
long history and played important roles in supplying long- 
term industrial capital. The first three banks were re- 
organized in the postwar period into private banks in line 
with the economic democratization measures adopted in the 
postwar p°riod, but they continued, as a transitional measure, 
to issue debentures. The Industrial Bank of Japan, Ltd., 
in particular, continued to issue debentures quite actively, 
while the other two banks, after a temporary suspension, 
resumed the issuance of debentures. There remained, how- 
ever, the problem of readjustment with other deposit banks. 
Subsequently, the need for banks specializing in lending 
long-term industrial capital came to be keenly felt again 
under the special economic condition of this. country. Ac- 
cordingly, pursuant to a special law called the “Long-Term 
Credit Bank Law” (effective from December 1952), the In- 
dustrial Bank of Japan and the Japan Long-Term Credit 
Bank started out as “private” long-term credit banks. 
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TABLE Il 
INTEREST RATES EFFECTIVE IN JAPAN IN THE PREWAR AND .POSTWAR PERIODS 


Item 


Bank of Japan official rate for loans against national government bonds 
Bank of Japan official rate for rediscount of commercial bills .......... 
Average interest rate for loans against bills charged by member banks of 

Legal and agreed interest rate for loans against ordinary bills 
Interest rate for deposits at notice 
“Interest rate for national government bonds 
Yield on national government bonds 
Yield on interest-bearing bank debentures 
Unconditional (one day notice) call-money rate (Tokyo) 
Over-night call-money rate (Tokyo) 


* Class A 
** First half, 1953. 
Source: Survey by the Industrial Bank of Japan. 
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TABLE 
NUMBER OF OFFICES OF THE PRINCIPAL JAPANESE 


FINANCIAL INSTITUTIONS AS OF SEPTEMBER 30, 1954 
Head Branch 
Financial institution office office Others Total 
Bank of Japan (Central Bank) .... l 30 17 48 
Debenture-issuing banks* ....... 4 231 . 235 
11 1,579 -- 1,590 
6 73 —- 79 
Central Cooperative Bank for Agricul- 
eulture and Forestry .......... 1 32 33 
Prefectural Credit Federations of 
Agricultural Cooperatives ...... 46 46 
Agricultural cooperative associations 12,785 12,785 
Central Bank for Commercial and 
Industrial Cooperatives ........ 1 49 3 53 

Mutual loan and savings banks .... 71 1,654 458 2,183 

RN 560 1,548 49 2,157 

Government financial agencies ...... 6 72 1 79 

679 13,594 1,205 15,478 

Life insurance companies .......... 20 928 52 1,000 

Non-life insurance companies woeeee 20 259 1,887 2,166 

* Include the former special banks, Nippon Kangyo Bank and 
| Hokkaido Takushoku Bank. 

Note: Post offices comprise ordinary offices, special designated offices 
and postal agencies. Funds collected by them are released through 
the Trust Fund Bureau Special Account and Postal Life Insurance 
and Postal Annuity Special Account. 

Source: Survey by the Statistical Department of the Bank of Japan. 


5. Under-developed State of the Short-Term Money Market 


In postwar Japan there is as yet no trading market for 
public and corporate bonds owing to the following circum- 
stances: 


a. Most of the bonds are issued in a recorded form 
(that is, instead of the actual bond certificates, a form of 
receipt is given to the owner of the bonds) to save expense 
of issuing bond certificates. Such a system of recording 
bonds is not best adapted for facilitating their circulation. 


b. Digestion of corporate bonds has steadily dwindled 
owing to the reduced investment capacity of financial in- 
stitutions, which have been the _ principal purchasers of 
public and corporate bonds. 


ce. The call money market in the postwar period has 
changed to a loan market from its primary function of 
serving as a market for short-term employment of reserve 
funds. 


Incidentally, corporate bonds are acceptable as colla- 
teral for loans from the Bank of Japan. 


Moreover, as was also the case in the prewar period, 
there is no well-developed discount market in this country. 
Under such condition, most of the surplus funds of financial 
institutions are employed through the medium of call money 
brokers to cover the fund shortage of other financial in- 


First half, 1931 First half, 1937 First half, 1954 


% % % 
5.48 3.65 . 6.21 
5.11 3.29 5.84 
6.94 5.29 8.76 
4.02 4.02 8.76 
4.20* 3.30* 5.00 
2.92* 2.19* 2 56 
5.18 3.92 7.12** 
5.00 3.50 5.50 
5.36 3.69 5.50 
6.00 4.03 8.60 
6.13 4.10 8.52 
6.45 4.20 9.01 
3.52 2.85 7.30-8.03 
3.39 2.70 3.65 


stitutions. It is very rare in this country for surplus funds 
to be channelled through well-organized securities market 
or discount market, such as those existing in the United 
States and England. 


6. Imbalance of the Interest Rate Structure 


There is a marked imbalance in the present interest 
rate Structure of Japan, which imbalance may be ascribed 
principally to (1) the adoption during the wartime of a low 
interest rate policy from the standpoint of facilitating the 
digestion of national government bonds and of lessening the 
burden of public debt and (2) the adoption during the 
postwar period of an anomalous interest rate policy whereby 
the official rate has become nominal and the higher interest 
rate application system predominant. The following four 
major differences between the prewar and postwar interest 
rate structure may be noted from Table III. 


(1) Whereas up to 1932 the Bank of Japan official 
rate for loans against national government bonds was above 
the deposit cost of commercial banks, thereafter the position 
was reversed because of the official rate having been kept 
low under the low interest policy, and this trend has con- 
tinued in the postwar period. 


(2) Whereas in the prewar period the interest rate 
on call money was lower than the Bank of Japan official 
rate, in the postwar period the interest rate on unconditional! 
(one day notice) call money, accounting for the greater 
part of call money, has been higher than the Bank of Japan 
official rate. 


(3) Whereas up to 1932 the yields on national gov- 
ernment bonds were above the deposit cost of commercial 
banks, thereafter the position was reversed because of 
reduction in the interest rate on national government bonds 
designed to reduce the burden of public debt in view of the 
issuance of large amounts of national government bonds 
at that time. Although this trend was reversed after 1939, 
it reappeared in the postwar period. 


(4) In addition to the Bank of Japan official rate, 
there is a special system called the higher interest rate 
application system, which system has rendered the interest 
rate structure of Japan all the more complicated. 


Thus there exists a pronounced imbalance in the pre- 
sent interest rate structure. This appears to be due to the 
fact that interest rates for various items have been set 
without considering the balance among the various interest 
rates. 


As pointed out hereinbefore, the present financial 
System of Japan has six characteristics quite different from 
those of the financial system of Western countries. It 
should be added, however, that the Japanese economy has 
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TABLE V 
PRINCIPAL ITEMS OF FUNDS AND INVESTMENTS OF JAPANESE FINANCIAL INSTITUTIONS 
AS OF NOVEMBER 30, 1954 
(Amounts in millions of yen) 
Deposits Debentures issued Loans and discounts Securities 
Amount Percent Amount Percent Amount Percent Amount Percent 
Debenture-issuing banks*® =... 243,808 4.5 239,217 79.4 474,391 9.3 32,619 3.9 
ve 956,357 17.8 — — 790,320 15.5 153,415 18.1 
78,869 1.5 — — 73,128 1.4 6,401 0.8 
Trust accounts of all banks .......-c.ecceccees 222,585 4.2 — — 132,520 2.6 75,737 8.9 
Central Cooperative Bank for Agriculture and 
Prefectural credit federations of agricultural 
cooperatives and agricultural cooperative 
490,769 9.1 — 251,744 4.9 17,843 2.1 
Central Bank for Commercial and _ Industrial 
wh 12,530 0.2 32,872 10.9 48,580 1.0 1,498 0.2 
Mutual loan and savings banks .............. 352,071 6.6 wae ie 317,310 6.2 10,467 1.2 
be Gare 220.510 4.1 — 175,904 3.5 12,705 1.5 
Government financial agencies ome 588,246 11.6 16,306 1.9 
Export-Import Bank of Japan. ............ — — — -— 21,393 0.4 7,892 0.9 
Japan Development Bank  ........ceseeees — — — — 360,113 7.1 6,897 0.8 
Agriculture, Forestry and Fishery Finance 
— — — — 66,184 1.3 1,100 0.1 
Small Business Finance Corporation ...... 32,535 0.6 —- 
People’s Finance Corporation ............ — 35,459 0.7 120 
Housing Loan Corporation -— 72,559 1.4 296 — 
Trust Fund Bureau, Ministry of Finance ...... 724,687 13.5 -- = 533,331 10.5 191,875 22.6 
Po«t-offiece life insurance and postal annuity 184,492 3.4 — -— 51,221 1.0 1,760 0.2 
Life insurance Companies ........cccccsecsces 122,203 2.3 — — 61,689 3 38,876 4.6 
Non-life insurance companies’ .........esese5: 68,879 1.3 -- — 11,042 0.2 25,946 3.1 
5,364,490 100.0 301,227 100.0 5,090,001 100.0 847,393 100.9 


* Include the former special banks, Nippon Kangyo Bank and Hokkaido Takushoku Bank. 


Source: Survey by the Statistical Department, Bank of Japan. 


TABLE VI 


SUPPLY OF INDUSTRIAL CAPITAL 


DURING THE DECEMBER 1952—-NOVEMBER 1953 PERIOD AND THE DECEMBER 1953—NOVEMBER 1954 PERIOD 


(All amounts in millions of yen) 


December 1952—-November 1953 © December 1953—November 1954 


Source Equipment capital Working capital Total Equipment capital Working capital Total 
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent 
Government financial ; 
AZENCICS ceseveeses 85,493 25.6 7,837 Sea 93,320 9.0 82,593 26.2 17,333 4.8 100,286 14.8 
Japan Develop- 
ment Bank .... 67,476 20.2 (—-) 2,126 (—) 0.3 65,350 6.3 38,236 12.1 (—) 1,421 (—) 0.4 36,815 5.4 
Export - Import 
Bank of Japan . 0 0 2,106 0.3 2,106 0.2 0 0 15,837 4.4 15,837 2.3 
People’s Finance 
Corporation 2% 2,508 0.8 7,857 #® 10,364 1.0 1,318 0.4 1,302 0.4 2,620 0.4 
Agriculture, Fores- 
try and Fishery 
Finance Corpora- 26,136 3.9 
15,509 4.6 0 0 15,509 1.5 26,136 8.2 0 0 
Small! Business 
Finance Corpora- 
A SSS Fee 0 0 0 0 0 0 17,263 5.5 1,615 0.4 18,878 2.8 
Securities market .... 128,651 38.5 66,611 9. 195,262 19.0 107,923 34.0 59,271 16.4 167,194 24.6 
Corporate bonds . 35,320 10.6 5,975 0. 41,295 4.0 17,190 5.4 2,315 0.6 19,505 2.9 
Corporate shares 93,331 27.9 60,636 8. 153,967 15.0 90,733 28.6 56,956 15.8 147,689 21.7 
Private financial  in- 
stitutions ..... seen 120,149 35.9 621,397 89. 741,547 72.0 126,269 39.8 284,885 78.8 411,154 60.6 
Debenture - issuing 
ok 51,094 15.3 53,084 7. 104,178 10.1 45,415 14.3 14,887 4.1 60,301 8.9 
Long-term credit 
tae an Seg 52,240 15.6 20,153 2. 72,394 7.0 55,638 17.5 5,900 1.6 61,538 9.1 
BDleven big banks 11,805 3.5 255,868 36. 267,672 26.0 15,053 4.7 86,948 24.1 102,001 15.0 
Local banks 9,432 2.8 157,053 22. 166,486 16.2 7,255 2.3 76,203 21.1 83,457 12.3 
Trust banks .... 383 0.1 8,703 3 9,086 0.9 593 0.2 6,309 1.7 6,901 1.0 
Other financial] in- 
stitutions ...... 47,435 14.2 146,689 21. 194,125 18.8 57,953 18.3 100,538 27.8 158,494 23.4 
ce ; 334,293 100.0 695,845 100. 1,030,139 100.0 317,145 100.0 361,489 100.0 678,634 100.0 


Minus (—) sign indicates net decrease. 


*Include the former special banks, Nippon Kangyo Bank and Hokkaido Takushoku Bank. 
Source: Survey by the Statistical Department of the Bank of Japan. 


of late begun to head toward normalization 
the implementation since September 


system of Japan which have been distorted by postwar in- 


flation. 
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because 
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of retrench- 
ment fiscal and monetary policies, and that there is a move- 
ment to correct gradually those features of the financial 


Cutline of the Present Financial System of Japan. 


The present financial system of Japan comprises the 


Bank of Japan as the central banking organ, a number of 
‘deposit banks and six trust banks (all of the foregoing 


carry on long-term and short-term commercial] and indus- 
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trial financing), two long-term credit banks (carry on long- 
term and short-term industrial financing), one specialized 
foreign exchange bank (specializes in foreign exchange 
business), Central Cooperative Bank for Agriculture and 
Forestry, Prefectural Credit Federations of Agricultural 
Cooperatives and agricultural cooperatives (all of -the fore- 
going carry On agricultural financing), and Central Bank 
for Commercial and -Industrial Cooperatives, mutual loan 
and savings banks and credit associations (all of the fore- 
going carry on small business financing), Japan Develop- 
ment Bank, Export-Import Bank of Japan, Small Business 
Finance Corporation, Agriculture, Forestry and _ Fishery 
Finance Corporation, People’s Finance Corporation, Housing 
Loan Corporation, Trust Fund Bureau Special Account, 
Postal Life Insurance and Postal Annuity Special Account 
and Industrial Investment Special Account (all of the fore- 
going are government financial agencies). Besides, there 
are a number of life insurance companies and non-life in- 
Surance companies. 


The head offices, branches and sub-branches of these 
principal financial institutions throughout the country 
numbered about 41,000 as of September 30, 1954, as shown 
in Table IV. Post offices are the largest in number, followed 
by the agricultural cooperatives and so-called banks. It 
can be seen that Japanese financial institutions have a rela- 
tively large number of branches and sub-branches, which 
fact indicates that they have adopted the British branch 
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banking system rather than the American unit banking 


system. 

The principal resources and liabilities of these financial 
institutions as of November 30, 1954 are shown in Table V. 
Against total deposits of Y5,364.4 billion and total outstand- 
ing debentures of Y301.2 billion, total loans amounted to 
Y5,090 billion and total securities Y847.3 billion (inclusive 
of the mutually duplicated accounts of financial institutions 
in both cases). The largest percentage was accounted for 
by so-called banks (especially by the eleven big banks), 
followed by the Trust Fund Bureau Special Account and 
the government financial agencies. 

The recent state of procurement of industrial capital 
in Japan, including that raised through the securities market, 
is shown in Table VI. It is noted that financial institutions 
accounted for an overwhelming percentage of the total sup- 
ply of industrial capital in contrast to a relatively small 
percentage for the securities market, and that government 
financial agencies and debenture-issuing banks accounted 
for a fairly large percentage of the total supply of equip- 
ment capital. As pointed out hereinbefore, these features 
reflect the characteristics of Japanese financial institutions. 
The reason why there was a considerable difference in the 
supply of working capital between the one year up to 
November 1953 and the one year up to November 1954 was 
that, as stated already, the latter ome year was a period in 
which the impact of the retrenchment fiscal and monetary 
policies adopted since the fall of 1953 was felt. 


ECONOMIC LETTER FROM TOKYO 


The Japanese economy of late has been moving rather 
favorably. Indices of industrial production (Economic 
Planning Board; 1934-’36 base) were for July 180.2 and 
August 179.9. Despite this rising trend, an excess supply 
tendency as observed during April-May is hardly existent. 
As for export, it has been going at an annual rate of $1,900 
million based on foreign exchange statistics for June and 
thereafter. This has been the strongest production prop. 
Imports are also rising slightly with an annual rate of $2,100 
million. 

The over-all foreign exchange balance including in- 
visibles was on the surplus side—June, $26 million; July, 
$28 million; August, $42 million (not counting usance and 
other deferred payments). 

The wholesale price index has been firming slightly 
since the June low, but the mid-Sept. level of 97.8 (1952 
base) is within the stable zone. Market prices of steel 
materials rising since July from inventory demand reflect- 
ing increased export inquiries and outlook on raising of 
makers’ quotations, have leveled off after the raise and have 
since remained generally stationary (makers’ quotations 
raised Y2,000-Y3,000 per ton from Nov.-Dec. shipments; e.g. 
19mm. bars raised from Y38,000 to Y40,000). 

Fears of swelling farm purchasing power accompanying 
the rice boom leading off an inflationary consumption trend 
have subsided up to now. 


From these developments, the current Japanese economy 


is being characterized as somewhat resembling West Ger- 
many’s so-called Mengen Konjunktur. However, in the case 
of Japan, the fly in the ointment is the inadequate absorp- 
tion of the swelling labor force, a thorny problem plaguing 
the Japanese economy. 

The Gov’t set the foreign exchange budget for the 
lower half of F.Y. °55-’56 (Oct-Mar.) on Sept. 30th at 
$1,314 million for goods ($153 million above the budget for 


the upper half and $224 million over the previous fiscal 
year’s lower half). Expansion in import scale is notable. 


Features of the budget are: (1) Backed by favorabie 
foreign exchange developments and production rise as well 
as stable price considerations, import amounts were raised 
all round including foodstuffs, industrial raw materials (ex- 
cepting raw cotton) and machinery. (2) Although the 
total amount under the automatic approval system (ex- 
pansion of which is considered a sign of trade liberalization) 
was raised by only $10 million above the upper half budget, 
the fact that about a hundred items were shifted from the 
fund allocated group to the automatic approval list and 
that quite some budget allowance has been provided for 
the separate items under the allocated budget, tend to in- 
dicate that in actuality efforts were made along lines of 
trade liberalization. 


Following the series of long and short term loan rate 
cuts by financial institutions. since June the trend toward 
further lowering of interest rates has become more marked 
recently from continued easing of the money market. Call 
loan rate dipped 0.18% in latter September to 7.12% from 
the former 7.30% reflecting the rise in funds in the short 
term loan market. In long term rates, corporate debenture 
issue conditions were revised from October—the term was 
lengthened from 5 to 7 years and the isSue price was raised. 
Consequently, interest burden of corporate debenture issuers 
has dipped by p.a. 0.54%. 


The Economic Planning Board states that improvement 
in business continued into September under the stimulus of 
better exports in the main. Exports for August amounted 
to $169 million (according to foreign exchange statistics) 
and the monthly average for April-August to $157 million or 
31% higher than the same period of 1954. The balance of 
payments ended in a surplus of $35 million monthly for 
July and August as against $14 million for April to June. 
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The mining and manufacturing production index broke the 
previous record of March in July at 178.9 (1934-1936=100). 
Such a rise in production may also be explained by the 
fact that investment in plant and equipment has somewhat 
increased. So too there have been some gains in the run- 
ning stocks along with the production rise. ' Besides, con- 
sumption is tending to rise both in cities and rural districts. 
There is very much less decrease lately in the number of 
the regularly employed. 


The Finance Ministry made public the _ informative 
materials entitled “Japanese Public Finance.” It points out 
as the outstanding problems of public finance the following: 
(1) that in fiscal 1956 pension payments, including veterans, 
will amount to nearly Y100,000 million or approximately 
10% of the national budget; (2) that deficits of local finances 
reached Y46,200 million by the end of fiscal] 1953, and 
still tend to grew; (3) that demand for Government ex- 
penditures is ever on the increase, such as national self- 
defence and food production increase. Nevertheless, resort- 
ing to the bond issues or tax increases should be avoided 
by all means, it says, and recommends the utilization of pri- 
vate capital. It concludes by saying an imprudent expan- 
sion of the scale of public budgets only deters the country’s 
economic self-support and that the retrenchment budget 
policy should be maintained in fiscal 1956 as in 1955. 


In a survey of first half of 1955 the Ministry of In- 
ternational Trade and Industry states that the general trend 
was one of expansion without rise in prices supported by 
good exports. Yet, on the other side, there was a marked 
decrease in plant and equipment investments, and new em- 
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ployment in mining and manufacturing was low, despite the 
rise in production. In order that economy may keep up 
normal expansion for future and that employment be in- 
creased, it stressed need of taking some positive steps for 
promoting investments, 


The National Federation of Bankers Associations de- 
cided on a little less tight money policy, effective from Oct. 
1. With the banks’ overloaned conditions gradually amend- 
ed and with more funds available, the previous negative 
policy of restraining loans for non-essential and non-urgent 
purposes in the main was replaced by that of positive financ- 
ing in case of the more important industries. The new 
agreement includes: (1) loans for non-essential and non- 
urgent purposes are to be restricted as heretofore, but loans 
for plant and equipment will be a bit eased; (2) full con- 
sideration will be given to smooth financing of small busi- 
nesses, with the exception of non-essentials & non-urgents; 
and (3) deficit-covering loans to local public bodies will be 
avoided. 

The Government decided on the foreign exchange 
budget of $1,588 million for the latter half (Oct.-Mar.) of 
the current fiscal year. Salient features of the budget are: 
(1) increasing imports in proportion to increased exports, 
and (2) freeing of imports to a reasonable extent duly 
considering domestic situation. Of the total $1,588 m., 
$1,314 m. is for commodities (including reserves of $50 m.) 
and $274 m. for invisibles. This is $156 m. more for goods 
than originally estimated by the Government at the begin- 
ning of the fiscal year. Yet, the balance of payments for 
the year is expected to result in a surplus of $212 m., 
propped by a favorable trend in export trade. 


RAW SILK SITUATION OF JAPAN 


The raw silk supply situation eased substantially in the 
second half of 1954 as the result of developments in Japan, 
the predominant world supplier. However, production there 
for the year as a whole was 15,475 tons, only 3 percent 
greater than in the previous year, while the Italian output 
declined by 13 percent, to 1,280 tons. A remarkable expan- 
sion has taken place in India, where output increased last 
year by 70 percent but is consumed entirely in the domestic 
market. Japan, Italy, and India together account for about 
70 percent of world production, and China and the U.S.S.R. 
for which no 1954 estimates are available, for about one 
quarter. Exports of Chinese silk, which until recently have 
been confined to the Russian and Eastern European markets, 
are now becoming significant for other importers. Exports 
through Hongkong alone amounted to 225 tons in 1954, and 
total exports may have amounted to 900 tons. 


The improvement in Japanese supplies of raw silk began 
with the new “silk year” in June 1954, when the spring 
cocoon crop became available. Output in the previous 
12 months had been’ reduced by the two poor crops 
of 1953, and by May 1954 a shortage of cocoons had 
severely restricted the activity of reeling basins. The 1954 
spring and autumn cocoon crops recovered and, as a result, 
raw silk output in the year ending May 1955, at 16,000 tons, 
was 10 percent greater than in 1953/54. 


Since the price of raw silk had remained at the legal 
maximum since September 1952 and domestic consumption 
continued at a high, though modified, level, the reduction in 
supplies in the 1953/54 season created considerable diffi- 
culties, which culminated in the suspension of the “prohibi- 
tion” price early in 1954. Subsequently, domestic deliveries 
declined as prices rose sharply above the prohibition level, 
but a similar tendency in exports was counteracted tem- 


porarily by a link system entitling silk exporters to imports 
of Cuban sugar, which had a very profitable market in Japan. 
The price of Japanese silk in New York fell sharply, follow- 
ed by that in Yokohama. There was a further price reduc- 
tion when the spring cocoon crop was gathered and, since 
then, Japanese prices have remained well below the per- 
mitted maximum of 240,000 yen per bale; and, indeed, dur- 
ing the greater part of 1954/55, they have fluctuated in the 
lower half of the official price stabilization range of 190- 
230,000 yen per bale. 


Silk Supply and Distribution in Japan 


Raw silk Silk fabrics 

Percentage 

Domestic Stocks at end of produc- 

Period Production Exports consumption of period tion exported 

as fabrics or 

secondary goods 
Metric tons % 
1948-52 average 11,624 4,343 8,994 2,244 Al 
15,401 4,211 11,519 702 33 
15,043 3,805 11,279 661 21 
oe 15,475 4,559 10,787 789 26 
Season ending May 

1952/53 15,620 4,318 11,306 572 — 
1953/54 14,632 2,922 10,631 652 — 
1954/55 15,999 4,593 11,566 493 — 


‘Source: Raw Silk Bureau, Japan. 


Exports of raw silk in the 1954/55 silk year, at 4,593 
tons, were 17 percent greater than in the previous 12 months, 
with a very marked expansion in shipments to the United 
States. Consumption by the domestic industry, after a re- 
latively small decline in 1953/54, resumed its upward trend 
and reached a postwar record of 11,566 tons. After some 
improvement in the earlier part of the season, stocks de- 
clined to their lowest postwar level at the end of May, when 
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REPORTS FROM CHINA 


INDUSTRIAL DEVELOPMENTS 


Joint Ownership: The last group of private textile 
mills in Shanghai were re-organized into state-private enter- 
prises last month. These 23 mills, including the Sung Sing 
Cotton Spinning and Weaving Company and the Wing On 
Cotton Spinning and Weaving Company, had been working 
on state orders since 1950. In Chungking, 19 private fac- 
tories have become joint state and private enterprises this 
year. There are now 59 joint state and private factories 
and mines in this industrial centre. All the three private 
power plants are now under joint ownership. Private enter- 
prises account for only a small proportion of the iron and 
steel and cotton plants. Before the end of this year 17 
more private enterprises in Tientsin will be re-organized 
into joint state and private firms. This will bring the num- 
ber of joint enterprises in Tientsin up to 214. These 214 
enterprises cover 29 different trades including all the paper 
and cotton mills and match and enamelware factories. 


they represented less than 15 days’ supply. Since then 


prices have strengthened. 


The export of silk fabrics and manufactures in 1954, 
though a third larger than in 1953, was still small in com- 
parison with recent years. The United States, the largest 
market for silk fabrics as well as for raw silk, has been 
declining rapidly in relative importance. 

This year’s spring crop in Japan may be the best since 
1945, the first official estimate of 54,500 tons being 14 per- 
cent larger than last year’s spring crop. This should ensure 
a continued expansion in world supplies of raw silk during 
this year. A modification of the Japanese raw silk stabili- 
zation scheme, to facilitate the acquisition of a buffer stock, 
is now in prospect. Under the existing law, the government 
is empowered to buy and sell raw silk at or outside the 
minimum and maximum limits, respectively, of a price range 
which is at present 190,000-230,000 yen per bale for 20/22 


denier grade A. However, as the price of raw silk has. 


remained above the minimum since the inception of the 
scheme, the government has been unable to acquire stocks. 
In fact, for long periods, the rise in price above the maximum 
has been limited only by the prohibition of quotations above 
240,000 yen per bale for the standard specification, a ruling 
which had itself to be suspended temporarily at the begin- 
ning of 1954. 


A new bill provides for the formation of an organiza- 
tion €mpowered to acquire up to 10,000 bales (600 tons) at 
prices above the official minimum (probably around 200,000 
yen) and to sell up to the same amount at a price below the 
maximum. Repossession of this silk, at the original price 
plus charges, would be permissible only within a period of 
six months. In addition, a minimum loan price for cocoons 
would be established and cocoons thus acquired by the new 
organization would be released, within a period of six 
months, only in exchange for raw silk. Beyond the inside 
price range, the existing law would apply, although it is 
proposed to double the funds available for financing it. Thus 
the total possible buffer stock would be about 40,000 bales 
(2,400 tons), plus any raw silk acquired in exchange for 
cocoons. The price of standard specification raw silk fell 
slightly below 200,000 yen per bale for a few days last June; 
it averaged about 210,000 yen in June 1955 and was rising 
sharply in July. With the prospective increase in output, 
this rise may be only temporary, but demand conditions ap- 
pear very favorable. 


Production: China’s steel output in the first half of 
this year was close to that for the whole of 1952, the year 
before the First Five-Year Plan began. In machine building, 
China is producing 50 to 60 per cent of all the mechanical 
equipment required under the -country’s industrialisation 
program. Two thousand new products were made during 
the past five years. New products of this year include the 
first completed set of 6,000 kilowatt steam power generating 
equipment, a 110,000 volt 31,500 K.V.A. transformer and a 
Stalinet-6 grain combine harvester. Factories in Shanghai 
turn out 107 new products during the past year. They 
include some 70 kinds of medicine and medical equipment, 
such as preparations for tissue therapy, Merthiolate and lead 
glass for use with X-ray apparatus. Other new items in- 
clude photographic paper bas2, insulating paper used in the 
manufacture of automobiles, and wine-making equipment. 
In Shenyang, thousands of new machines have been installed 
in the newly-built or expanded factories. Taking output 
in 1949 as 100, percentages of increased production last year 
for some major items were: machine tools, 647; trans- 
formers, 4,136; water pumps, 963 and rock drills, 6,741. 
The Shenyang Heavy Machinery Plant made 59 new types of 
heavy machinery in the last two years. China’s first up-to- 
date pneumatic tools plant produced 12 different kinds 
of standard Soviet-type pneumatic tools since it was 
put into operation early this year. Alloy steel rollers, 
gas valves and blast furnace parts were made _ in 
Shenyang for the Iron and Steel Contre of Anshan. 
Ore dressing and crushing equipment, rock drills, deep 
well pumps, ventilation and coal transportation equip- 
ment were turned out to replace heavy manual labour 
and improve working conditions in the coal mines. The city 
has also supplied steel-core aluminium wires for high tension 
transmission lines, hydraulic-turbines for the Huni River 
harnessing project as well as equipment for communica- 
tions and transport, and the textile and paper industries. 

Coal Mines: A mechanised shaft mine in the Hokang 
coal-field in Heilungkiang was recently completed. It is 
one of the 156 major projects which are being built with 
the help of Soviet experts under the Five-Year Plan. It is 
equipped with coal combines, scraper and belt conveyors, 
and storage battery locomotives for underground transport. 
This mechanised mine requires only about one-fourth of 
the number of workers for an old mine of the same pro- 
duction capacity. Its daily output will reach several thou- 
sand tons of coal. Explosion-proof electric motors, switches, 
transformers, lights, and other electrical equipment are in- 
stalled in the mine to give the maximum safety in produc- 
tion. Powerful mechanical ventilators provide a constant 
supply of fresh air. Special devices to warm the air in 
winter are set up beside the main ventilators. A network 
of water-spraying installations keep down the coal dust. 
At the Fusin coal-field, an open-cut coal mine is being ex- 
panded. When completed, the area of the open-cut mine 
will be nearly doubled. The Fusin coal mines will have an 
annual production capacity of 8,450,000 tons of coal by 
1957. The sinking of a new anthracite shaft mine has 
started in the Tsiaotso Coal Field in Honan. This mine 
will be highly mechanised in production and underground 
transport and will raise the present coal output of the coal- 
field by over 30 per cent. This is the 4th pit. being sunk 
in the Tsiaotso Coal-field since 1952. 

Oil Fields: A number of oil-bearing structures have 
been discovered in the past several months. They lie 
mainly in Northwest and Southwest China. Many of the 
structures are in the Tsaidam Basin. Some of the struc- 
tures cover several hundred square kilometres each. New 
structures and seepages have also been discovered in Sin- 
kiang, Szechwan and Kweichow. Sedimentary rocks several 
thousand metres thick, possibly deposited with petrolific 
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formations, have been located in the North China Plain. Oil 
seepages have been discovered along the perimeter of the 
plain. In Inner Mongolia the extensive distribution of oil 
seepages found suggests the possible existence of oil de- 


posits. Aggregate oil well drilling carried out in China. 


in the first eight months of this year was 21 times as deep 
as that for the whole of 1950. There are now more than 
200 geological survey teams, geophysical teams and drilling 
teams searching for petroleum. 

New Factories: The Peking No. 2 Cotton Mill started 
production last month. It has 100,000 spindles and 2,400 
looms. All machinery in this mill is automatic and all 
spindles and looms were made in China. Work on more 
than 40 construction projects in Anshan will begin before 
the end of this year. The projects include a new iron-ore 
sintering plant, a remodelled blast furnace, and new coke- 
oven batteries. The iron-ore sintering plant will be able 
to supply sintered ore for four to five automatically con- 
trolled blast furnaces in Anshan. The reconstruction of a 
silica brickworks in Anshan was completed early this month. 
With the new equipment, its production capacity has been 
doubled. The use of machinery has also made it possible 
to reduce the number of workers by two-fifths. A modern 
calcium carbide factory is being built in Kirin on the Sun- 
gari River. Much of the machinery for the factory will be 
made in China. The new sugar refinery in Paotow (Inner 
Mongolia) will be completed before the end of the year. A 
new meat packing plant now being built in the pasture 
lands to the north of Paotow is expected to go into opera- 
tion early next year. It will be able to dress 1,200 sheep 
and 180 head of cattle daily. The new meat packing plant 
in Changsha will be fully mechanised to deal daily with 
1,000 pigs and produce 50 tons of frozen pork. It is ex- 
pected to go into production by the end of this year. 
Another meat-packing plant will be completed this year in 
Chengchow. Work on Szechwan’s biggest mechanised silk 
filature mill has started in Mienyang. It will be finished 
in 12 months and will then produce first grade silk. 

Scientific Research: The peaceful uses of atomic energy 
are among a number of important new branches of scien- 
tific research begun during the First Five-Year Plan. 11 
new institutes are being set up under the Academy of 
Sciences and several existing institutes will be expanded. 
The academy already has 41 research institutes. Atomic 
reactors and charged particle accelerators, set up with the 
help of the Soviet experts, will be uSed for laboratory study 
of atomic energy. Tracer atoms and other radioactive sub- 
stances will also be used in other branches of science. The 
study of acrodynamics, the theory of plasticity, inorganic, 
rare element and isotope chemistry will be started. Re- 
search on plasticity is intended to improve techniques in 
the treatment of metals. Inorganic chemistry research is 
expected to provide help for alloy making and the mass 
production of fertiliser. In the fields of biology, geography 
and geology, the study of Michurin’s Theory of Genetics 
will be continued. The study of biophysics will also begin. 
This covers the application of electrophysiology and tracer 
atoms in biology and the effect of various radioactive sub- 
stances on organisms. The existing marine biological labora- 
tory will be expanded into an institute of oceanology which 
will cover research into ocean chemistry, biology, meteoro- 
logy and geology. In the technical sciences, the study of 
hydraulic, electrical and thermal energetics will be started 
to help the development of power resources. Research on 
soil erosion and silting, the designing of hydro-junctions 
and hydroelectric power generation aggregates will help the 
harnessing of the Yellow River and other rivers. In the 
social sciences, research in law, Asian questions and the 
economics of industry and agriculture will be started. The 
study of folk lore, especially of the areas of the minority 
peoples, will be undertaken in the next two years. 


AGRICULTURAL OUTPUT AND 
RECLAMATION OF WASTELAND 


Grain Harvest: Peking recently stated that there would 
be a rich autumn harvest this year. In Hunan, the early 
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rice yield obtained this year ranged from 3.3 to 3.7 tons 
per-hectare. In areas around the Tungting Lake the yield 
was as much as 5.2 tons per-hectare. In Anhwei, a 50 per 
cent greater yield was registered on the 160,000 hectares 
which were transformed to double-cropping fields this year. 
In Hupeh, which was seriously affected by heavy rain last 
year, the average yield of early rice was one-tenth greater 
than in 1953. Szechwan is gathering its 6th good harvest 
since 1949. The total grain output this year is estimated 
to reach 19,300,000 tons, about three per cent more than 
last year. Since 1953 it has provided enough surplus grain 
to feed 30 million people for six months. Last year, its 
surplus grain was a great help to the peasants in flood- 
affected areas. Up to August this year, it sent 350,000 
tons more than last year to other provinces. A record grain 


output of 11.3 million tons is expected this year in Anhwei, © 


one-fourth above the target set by the state. After last 
year’s flood, over 100 million yuan were allocated by the 
Government for the affected areas, loans were issued to 
the peasants and 100,000 tons of seeds supplied. As a 
result, Anhwei, ffoted for its recurrent natural disasters, 
has become a grain surplus province. Acreage for winter 
wheat, beans, rape-seed and other crops are being increased. 
This will bring an estimated 3.7 million tons of grain next 
summer, one-fourth more than in the same period this year. 
A cold-resisting variety of winter wheat has been cultivated 
by the Army in Sinkiang. The yield of the new variety is 
20 per cent more than the winter wheat traditionally grown 
in southern Sinkiang. Good grain crops are being har- 
vested in most of the farming areas on the Tibetan Plateau. 
The wheat and barley crops on the Lhasa plain and in the 
middle reaches of the Brahmaputra River promise results 
as good as the bumper year of 1953. In the warmer sec- 
tions, harvesting has been completed. Wheat and barley 
in some places are 20 per cent more than last year. By 
1957, the grain yield in Kiangsi will be one million tons 
more than it was in 1954. Kiangsi has brought in good 
grain crops every year since 1949. In 1952 it harvested 
250,000 tons more than in the peak pre-war year and has 
maintained this level ever since despite natural calamities 
in many parts of the province. The first harvest of rice 
and other crops has been gathered on 6,600 hectares of 
reclaimed land in Kweichow. This mountainous region lies 
at 2,000 metres above sea-level and had always been a grain- 
deficient province. By opening up wasteland and improving 
farming methods since 1951 the province has gathered bigger 
and bigger harvests each year. 


Cotten Crops: -A cotton harvest above the level set by 
the state is expected this autumn, the Ministry of Agricul- 
ture announced. This year’s state target is 1,303,000. tons. 
Reports from Hopei show that 15,000 tons more than the 
state plan are expected there. Shantung anticipates 12,500 
tons above its target. Other provinces also expected to ex- 
ceed their state quotas, include Kiangsu, Hupeh and Liao- 
ning. <A higher per hectare yield is reported in many 
places. In Shensi the irrigated cotton fields are yielding 
some 600 kilograms of ginned cotton per hectare, more 
than double the national average. One county in Chekiang 
has reaped 375 kilograms per-hectare. Acreage had 
exceeded the original state plan by 100,000 hectares. State 
aid to cotton growers this year included advance payments 
amounting to 140 million yuan. Im areas affected by flood 
last year or places short of seed, twice the normal amount 
of seed was delivered. Compared with last year the supply 
of chemical fertiliser was doubled, that of insecticides more 
than doubled. Good cotton crops are being harvested on 
73,000 hectares in Sinkiang. The average per-hectare yield 
is about 3,150 kilograms. Sinkiang. has vast stretches of 
wasteland which could be reclaimed for cotton-growing. A 
good early cotton harvest is being gathered in various parts 
of China. 


Tobacco Leaves: A tobacco crop of 90,000 tons, 35 
per cent more than last year, is now being harvested in 
Hsuchang, Honan Provinee. Heavy increases are also re- 
ported in other tobacco-growing provinces. In Yunnan the 
harvest will double last year’s, in Liaoning 50 per cent 
greater, and in Anhwei 33 per cent better. 
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Land Reclamation: 1.3 million hectares of wasteland 
will be reclaimed in Heilungkiang between this year and 
1957. The reclaimed land will yield 1.4 million tons of 
grain annually. There are now a total of 32 mechanised 
state farms in Heilungkiang, the biggest number in any 
province. In addition, surveying will be extended to cover 
three million hectares for future reclamation. 100,000 
hectares of wasteland in Liaoning are being surveyed. Part 
of the land will be reclaimed this autumn. Over 150,000 
tons of grain annually could be reaped from the cultivation 
of these 100,000 hectares. Sinkiang has 70,000 square 
kilometres or seven million hectares of wasteland. Under 
the First Five-Year Plan some 2,666,000 hectares of waste- 
land will be investigated and half this area will be sur- 
veyed and marked out for reclamation. 106,600 hectares 
of wasteland are now being surveyed in northern Kansu. 
This wasteland, known to be fertile, lies in the Yellow River 
bend area. 


_ Animal Husbandry: Sinkiang’s output of sheep wool 
last year was 57.8 per cent and that of goat hair 118.9 per 
cent above 1949. The total head of livestock in the pro- 
vince last year topped the 1949 level by 42 per cent. Most 
of this total consists of sheep ahd goats which number up- 
wards of ten million. There are now 86 state livestock 
farms in the province. A new type of sheep producing 
twice as much wool as the Kazakh and Mongolian sheep is 
now being bred in Sinkiang. It is a hybrid produced by 
crossbreeding with the Sinkiang sheep, known for its fine 
wool and also in demand for its meat. Breeding stations 
have set aside half a million Sinkiang ewes for crossbreeding 


this year. Artificial insemination is being practised. 
TRANSPORT 
Railways: China’s tracklaying targets for this year 


have been revised to include an extra 251 kilometres of 


FINANCE 


The Finance Ministry of the Republic of Korea con- 
trols money, banking, insurance, tax administration, cus- 
toms service, government monopolies in tobacco, salt and 
ginseng, serving the national debt, government accounting, 
and fiscal reports. The Financial Institutions Section of 
the Ministry controls currency, bank notes, precious metals 
and domestic funds. It also carries on research and in- 
vestigations concerning financial conditions. It supervises 
and examines the operation of the Central Bank, private and 
commercial banks, financial asSociations, trust companies 
and Moochin lotteries. 


Emergency Currency Reform: Due to heavy war- 
account budget requirements and increasing Won advances 
to UN Forces, the finances of the Republic of Korea had 
been stretched almost to the breaking point in the latter 
months of 1952. As a result, a large number of productive 
facilities in Korea were completely. paralyzed, creating a 
growing unemployment problem. To remedy this critical 
situation, the Republic of Korea Government initiated a 
drastic plan of currency reform for the purpose of checking 
inflation and economic disintegration. 


The most important points of this currency reform 
program were: 


a) The currency circulation should be greatly reduced 
in order to control inflationary trends and to establish and 
maintain financial stabilization. At the same time, the 
current status of the Korean national economy should be 
thoroughly studied in ‘order to obtain the essential data 
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rail tracks, according to the Ministry of Railways. This 
brings the total length of railways to be built this year up 
to 1,301 kilometres. Under the revised plan the 2,800- 
kilometre Lanchow-Sinkiang Railway will be extended to a 
point 646 kilometres northwest of Lanchow by the end of 
the year, 108 kilometres beyond the original target. Work 
will begin on the northern section of the 1,100 Paotow- 
Lanchow Railway this year instead of next, as previously 
scheduled. When the entire railway is finished, it will link 
the future iron and steel complex at Paotow in Inner Mon- 
golia with Northwest China at the rail hub of Lanchow. An 
aerial survey has been completed of a 1,900-kilometre stretch 
of the route for the Lanchow-Sinkiang Railway from Yumen 
to the Sino-Soviet border. The Lanchow-Sinkiang Railway 
will link up with the present Lunghai Railway to become 
China’s first east-west cross-country trunk line. Tracklay- 
ing on this line has already reached a point 526 kilometres 
northwest of Lanchow. Only 12 kilometres are left before 
the railway reaches Changyeh, in the Kansu Corridor. Good 
progress is also being made along the Paoki-Chengtu Railway 
which will link Northwest and Southwest China. The 
longest tunnel on the 680-kilometre railway has been driven 
through the Tsinling Mountains. Tracklaying along the 
northern section of the railway has alfeady been completed 
while on the southern section the track is only 51 kilo- 
metres from Liaoyang in Shensi. Mountainous Fukien is 
building its first railway, from Yingtan to Amoy. The new 
line will link the seaport Amoy with the country’s railway 
network at Yingtan. 

Highways: The 340-kilometre Lhasa-Shigatse High- 
way is now some ten kilometres from Shigatse, the terminal 
of the highway. It passes through grasslands, mountains 
and crosses the Brahmaputra and Nyangchu river. The 90- 
kilometre Shigatse-Gyantse Highway was completed early 


in September. It links Shigatse with the trading post of 
Gyantse. 


KOREA 


necessary as a basis for planning sound economic policies 
of the future. 


b) Foreign Aid should be increased; and the cur- 
rency advances to UN Forces should be redeemed within 
the shortest possible time. 


c) The value of currency (Hwan used as the new 
unit, instead of Won) should be increased 1 to 100 in order 
to simplify calculation, administrative procedures, and ex- 
penses. 


d) The collection of unpaid national taxes and over- 
due loans should be strictly enforced. 


The Emergency Currency Reform was the essential 
requirement of establishing a well-balanced economic and 
financial policy and preventing abuses cauSed by the heavy 
advances to UN Forces and floating funds in circulation. 


The currency conversion was inaugurated on February 
14, 1953, by Presidential Emergency Decree No. 13, by 
which the unit of currency was changed from Won to Hwan 
as of February 17, 1953. The new monetary policy was 
established to devalue the currency to one-hundredth, call- 
ing in all currency and subsidiary coins which had been 
in circulation. Thus, all Won notes and checks in posses- 
sion of both natural and juridical persons were required 


by the government. to be deposited in banks of different 


districts, which were- designated by the Minister of the 
Ministry of Finance, not later than February 25, 1953, after 
which date they became invalid. All the detailed proce- 
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dures concerned in the transition were defined in the same 
ordinance and its administrative instructions. 


The Administration submitted the Emergency Currency 
Reform Bill to the National Assembly for ratification im- 
mediately after the National Assembly began sessions. Be- 
fore passage the bill suffered drastic revision at the hands 
of its critics. The amended Emergency Currency Reform 
failed to meet the Administration’s requirements and creat- 
ed monetary disorder and confusion in the management of 
productive enterprises. In the currency conversion, appro- 
ximately 500,000,000 Hwan of uncollected national taxes 
and over-due loans were collected, which served to reduce 
the budgetary deficit. In addition, about $85,800,000 of 
local currency advances to UN Forces were finally liqui- 
dated with the agreement between the government and the 
U.S. authorities. The amount of dollars returned by the 
UN Forces totalled $120,000,000 up to the end of January 
1954. These dollars have made a great contribution to the 
Korean financial recovery. With these collected dollars and 
with the government’s own held dollar credits, the Govern- 
ment imported fertilizer, foods and various other commo- 
dities, as well as raw materials and facilities necessary to 
reconstruct the Korean economy. 

After the introduction of the Emergency Currency 
Reform, the Government has been taking all possible steps 
to stabilize the nation’s economy by: 

a) Keeping expenditures and revenue in stable equili- 
brium, b) Presenting over-loans of funds, c) Loaning the 
government’s own dollars to civilian entrepreneurs so as to 
contract the volume of currency in circulation. 

The Ministry of Finance feels that the above-mentioned 
basic policies must be continuously enforced, since the over- 
strained and hard-pressed Korean economy has not recovered 
and been stabilized. 

Special Foreign Exchange Loans: It will be remem- 
bered that inflation was gradually being curbed and the 
economical and financial conditions in the fledgling ROK 
Government were becoming stabilized in 1950. However, 
after the outbreak of the war, all productive facilities were 
seriously damaged or destroyed during the communist in- 
vasion. As a result, it had become almost impossible to 
meet major demands with home-made goods or even small 
items of commodities. Above all, due to the heavy war- 
account budget and the expanding amount of advances to 
UN Forces, the currency issue reached the enormous total 
of almost one thousand billion Won by the end of 1952. At 


this critical juncture the “Special Foreign Exchange Loan” 


system played an important role to help the recovery of the 
home industry. 

The purposes of the 
system were as follows: 

a) The “Special Foreign Exchange Loan” system was 
established for the purpose of reducing the amount of pri- 
vate currency in circulatien by lending the Government’s 
own dollars and of preventing further inflation. 

b) The first dollar loan was aimed at re-vitalizing 
the civilian entrepreneurs by lending the Government's own 


Special Foreign Exchange Loan 


dollars and at encouraging the end-users by lending those - 


_ dollars directly to them so that they might serve in the 
import program of consumer goods. In this manner, the 
Government expected that the lending of dollars to the 
end-users would have an effect of stabilizing commodity 
prices in the markets. 

c) The second dollar loans were used for the direct 
importation of facilities urgently needed in the rehabilita- 
tion and reconstruction of the Korean industry, with the 
ultimate goal of reducing costs of production. These 
dollar loans are strictly limited to end-users. 

The following are the results of the Special Foreign 
Exchange Loan during the period between December 1952— 
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December 1953. (The first dollar loan): During the period, 
a total of $53,930,623 was estimated for the loan; actually, 
$52,849,330 was loaned. For this dollar loan, HW8,292.- 
066,621 was collected -as collateral. (The second dollar 
loan): During the period, a total amount of $19,162,526 
was estimated for the loan and HW1,852,647,410 was 
collected. 


National Income in Fiscal 1953: Almost all the pro- 
ductive facilities were completely destroyed and the large 
numbers of unemployed and refugees caused a rapid and 
sharp decrease in the national income. The investigation 
of personal income of individuals was conducted after the 
armistice conclusion. 

The annual income per capita was $87 in 1949, but in 
1952 the national income was  121,900,000,000 Hwan 
(HW 6,266 per capita, or $42 per capita in U.S. currency). 
In 1953 the income was 191,500,000,000 Hwan (HW 9,710 
per capita, or $54 per capita in U.S. currency) and is esti 
mated to be 270,500,000 Hwan (HW 13,525 per capita, $75 
per capita in U.S. currency) in fiscal 1954. 

The categories of national income according to dif- 
ferent industries in fiscal 1953 were: 


Item Income Percentage 
Agriculture & Forestry  80,500,000,000 Hwan 42% 
Fishery & Mining 5,600,000,000 Hwan 3% 
Commerce & Industry 46,400,000,000 Hwan 24.2% 
Labor Service 44,200,000,000 Hwan 23.1% 
Others 14,600,000,000 Hwan 7.7% 


The total national income was 121,900,000,000 Hwan 
in previous fiscal year, and in 1953 the income wag 191,500,- 
000,000 Hwan. This means that the annual rate of per- 
sonal income increased about 56.9% over the previous year. 
However, such an increase in the national income did not 
greatly alleviate the financial predicament, since the prices 
of daily necessities had shown a considerable upward trend. 
Thus, the real income of the individual rose only slightly. 


The average individual income in Korea is among the 
lowest of any country in the world, and the Koreans barely 
maintain even this low standard of living. As a result about 
10% to 20% of the national income has to be—and is being— 
supplied by foreign aid. 


Home Industries; Prevention of Smuggling: Assess- 
ments on imported commodities, plus reductions and exemp- 
tions of taxation on imported raw industrial materials and 
facilities, were the basis of the ROK policy of protective 
duties. 

Drastic steps have been taken by the Government to 
prevent the smuggling of foreign commodities, which had 
affected home-made goods so seriously. However, due to 
the shortage of watchmen, and the awkward situation 
caused by the open transportation routes for the UN Forces, 
it has been extremely difficult to extirpate smuggling acti- 
vities. 

Approximately 226,736,000 Hwan worth of smuggled 
commodities were confiscated by the customs officials during 
1953. 

The customs laws were amended for the third time in 
an attempt to establish more effective control and customs 
administration. Meanwhile, the supplementary rules of the 
amended customs laws were strictly applied to the smuggled 
goods already seized. However, it is a fact that varius 
kinds of foreign commodities and luxuries are on the open 
markets, despite the determined efforts of the Government 
to maintain strict control over markets and smuggling 
routes. One of the biggest unsolved problems is the pre- 
vention of the smuggling activities through the UN Forces’ 
transportation routes. The Ministry of Finance hopes that 
a fixed policy designed to check this source of illegal goods 
will be established in the coming year. 
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‘Inflation Problems: Inflation continued to be a 
serious problem in the Republic of Korea during 1952-54. 
The retail price indices rose steadily and the general] popu- 
lation was adversely affected. Taking 1947 as the base 
year, the following figures indicate the rise in the retail 
prices of all commodities throughout the Republic of Korea: 


Year All Commodities Food Fuel Miscellaneous 
1947 100.00 100 100 100 
1948 158.3 150.9 160.5 162.7 
1949 197.8 186.4 241.3 169.6 
1950 531.5 546.8 660.9 286.6 
1951 2,128.5 2,164.0 2,626.0 1,121.5 
1952 5,243.6 6,325.4 4,553.8 1,680.9 
1953 7,298.4 8,487.6 7,251.4 3,342.9 


Korean Reconstruction Bank: On April 3, 1954, cere- 
monies marked the opening of a new major banking in- 
stitution: the “Korean Reconstruction Bank.” The new 
financial agency was created for the purpose of providing 
loans to industrial circles to stimulate the reconstruction 
and rehabilitation programs. 


Koo Yong-so, President of the Taihan Coal Corpora- 
tion and Chief of the Financial Department of the Liberal 
Party, is serving as the first Governor of the Reconstruction 
Bank. The Bank currently employs about 900 persons. In 
accord with the Korean Reconstruction Bank Law, the 
following leaders in the financial field were appointed to 
serve on the Board of Directors: Kang Won-ki former 
member of the Board of Directors of the Industrial Bank; 
Hong Ki-chol, former member of the Board of Directors 
of the Industrial Bank; Lee Hyong-min, former auditor of 
the Industrial Bank; Nam Hak-woo, former Pusan Branch 
Manager of the Industrial Bank; and Kim So-hang, former 
Chief of the Business Department of the Industrial Bank. 


Economic and Financial Agreement: A major develop- 
ment in the Korean financial field occurred on December 14, 
1953, with the signing in Seoul of the long-awaited “Econo- 
mic Reconstruction and Financial Stabilization Agreement” 
by the then Prime Minister Paik Too-chin and UNC Econo- 
mic Coordinator C. Tyler Wood. At the time the new 
Agreement was heralded as a major step forward in solving 
the Reconstruction problem. President Syngman Rhee 
hailed the Agreement as “ ... one of the greatest occa- 
sions, since the liberation from the Japanese ... we can 
start to build up our economy upon this basis.” 
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The whole economic and financial future of Korea was 
planned in the Agreement, which outlined the detailed plans 
for combatting inflation and for the expenditure of about 
$500,000,000 by June 30, 1954. 

The major points in the bilateral agreement included: 

1. A fixing of the official Hwan-dollar exchange rate 
at 180 to 1. The official rate previously had been 60 Hwan 
to one dollar. 

2. The reduction of relief expenditures to a minimum 
in an attempt to provide maximum capital investment for 
Korean industry. 

3. The deposit of Hwan counterpart funds for all aid 
goods received by ROK; these deposited funds to be used— 
after a 5% payment to the U.S.-U.N. for administrative 
expenses—for the financial requirements of investment, for 
war budget needs, and for other purposes agreed to by the 
ROK-UNC Combined Economic Board. 

4. The limitation of the Korean war account deficit 
by the deposit of the Hwan counterpart funds. 

5. The limitation of the bank credits to five billion 
Hwan annually,, except for the purposes of counterpart 
deposits and credits from counterpart funds. The maximum 
national credit expansion in the next 12 months following 
the signing of the agreement was not to exceed eleven 
billion Hwan. 

6. The reduction of the ROK Government debt to the 
Bank of Korea by depositing all aid sales funds in that 
account. 

7. The extension of industrial investment assistance 
to those who can contribute the largest share from their 
own funds. None of this aid will be extended without 
some private investment. 

8. The application of the price principle of a free 
market as far as possible. The free market price is to be 
applied to aid goods whenever possible, and the price is 
never to be less than the landed cost of the aid goods, plus 
distribution costs. 

At the signing of the Agreement, the then Prime 
Minister Paik and Mr. Wood issued a joint statement in 
which they declared that the Agreement is “. . . designed 
to make a maximum contribution toward expanding and 
strengthening the Korean economy.” They said further: 
“One of the main objectives of this program is to achieve 
the rehabilitation and recovery of Korean industry and to 
make the ROK economy self-supporting as soon as pos- 
sible.” 


THE FUJI BANK, 


Established in 1880 
The largest commercial bank in Japan 


Paid up Capital  2,700,000,000.00 
Reserve Fund % 5,845,289,005.00 
Surplus 6,725,856,481.00 
Deposit 244,227,616,662.00 


‘(as of March 31, 1955) 


LiMiTED 


HEAD OFFICE: Chiyoda-ku, Tokyo, Japan. 


185 branches in principal cities of Japan 


OVERSEAS: 


LONDON BRANCH, (Salisbury House, Finsbury Circus, London, E.C. 2). 
NEW YORK REPRESENTATIVE OFFICE, (61 Broadway, New York, N.Y.) 
CALCUTTA REPRESENTATIVE OFFICE, (Mookerjee House, Calcutta-1) 


‘CORRESPONDENTS ALL OVER THE WORLD 


We are always ready to place our excellent service at your disposal. For any inquiry, please write to Foreign 


Relations Department, Head Office, Tokyo. 
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ECONOMIC REPORTS FROM THE PHILIPPINES 


Public Works: Public Works Secretary Vicente Y. Orosa 
announced an initial release of P12-million by the Central 
Bank to start immediate implementation of a P100-million 
public works program which had been prepared by the de- 
partment of public works and approved by the council of 
State. The initial) amount had been drawn out of proceeds 
from the sale of bond issues, and would be utilized to 
finance high-priority projects as blueprinted under the 
multi-million-peso public works plan. The public works 
secretary will seek additional funds from the Central Bank 
to start other phases of the public works development plan 
to insure an even progress in the overall program. 


US$2 Million Rice-Sugar Barter: A $2-million barter 
deal between the National Rice and Corn Corporation and 
the Philippine Sugar Institute on the one hand and Thailand 
on the other was closed. The NARIC will import 10,000 
tons of Thailand rice valued at $1,079,000 in exchange for 
10,000 tons of Philippine sugar valued at $1,290,000. The 
PHILSUGIN will buy “D” sugar in the local market and 
process it into refined sugar, according to the terms of the 
deal. 


The deal is doubly beneficial as rice will be brought 
in without paying dollars and “D” sugar can be sold abroad. 
Under the terms of the barter transaction, the Philippines 
will earn $211,000. The first shipment of 5,000 tons of 
Thailand rice arrived end of July. The NARIC will con- 
sider offers from local suppliers to barter any exportable 
product for additional quantities of rice required by the 
NARIC. Some 15,000 tons of the total rice importation 
authorized by the cabinet is still available for contract under 
the barter system. The contract with PHILSUGIN calls for 
the delivery of rice within 20 days after the opening of the 
letter of credit at NARIC bodegas. Only excess sugar is 
involved in the contract with PHILSUGIN. 


Secretary Alfredo Montelibano, of Economic Coordina- 
tion, is putting the finishing touches on another deal to 
barter Philippine coal with Bangkok rice. Representatives 
of Bangkok rice dealers have tentatively agreed to buy 
60,000 tons of Philippine coal at $12.50 per ton in exchange 
for rice valued at $750,000. 


Bond Issue: Filemon C. Rodriguez, economic adviser to 
President Magsaysay, branded the Araneta bond-issue plan 
for employment and production as objectionable to the na- 
tional welfare and pointed to the five-year program of the 
National Economic Council as the real guidelines to economic 
progress. The Araneta plan, Rodriguez said, carried mostly 
objectionable proposals which the country has rejected in 
the past as being prejudicial to the wholesome growth of 
the national economy. The Araneta proposal to provide 
P300-million additional credit for new and necessary indus- 
tries was embodied in the NEC program. The difference was 
that the NEC program suggests several sources of financing 
without undue dependence on a single bond issue and without 
indiscriminate government subsidies. The utilization of the 
P50-million under the Araneta plan for implementation of 
the policy of fixing floor prices for certain agricultural 
products was not well-defined. It ignored that the middle- 
men’s undue profits and control of distribution and the 
inefficient transportation system constitute the core of the 
problem besetting producers. 


Rodriguez also scored as unwise the plan to subsidize 
small rice farmers with outright grants. These farmers will 


become accustomed to depending on this indefinitely when 
the best course in matters like this, as has been proved by 
contemporary experience elsewhere, is to develop the spirit 
of self-help. He also assailed the proposal to use part of 
the proceeds from the sale of anticipated reparations from 
Japan to service the bond issue. The proposal was prema- 
ture as the reparation problem had not yet been solved. 
Another proposal criticized by Rodriguez was the partial 
control of foreign exchange and award of import certificates 
to original producers and first manufacturers. One of the 
likely effects of this proposal would be that only big pro- 
ducers, sugar barons, and centrals would profit because, he 
explained, “Their individual export incomes are big enough 
to make it profitable and commercially feasible to engage in 
importation and sale of goods, mostly if not all, non- 
essentials.” Summing up his objections to the Araneta plan, 
Rodriguez said that it was “conducive merely to the advan- 
tage of a few at the sacrifice of the national welfare.” 


Credit for Coops: A liberalized credit system for co- 
operatives in coconut producing regions was approved by the 
board of administrators of the Philippine Coconut Ad- 
ministration and the board of governors of the Agricultural 
Credit and Cooperative Financing Administration. The ap- 
proved cooperative financing system will be jointly shoulder- 
ed by the ACCFA and PHILCOA. The plan calls for the 
construction of copra drying centers and warehouses by the 
PHILCOA as the cooperatives are organized. Under the 
system financial and technical assistance will be given to 
planters, producers and tenants or workers who organize 
themselves into cooperatives. Agricultural and industrial 
loans will be granted by the ACCFA and PHILCOA, respec- 
tively. 


U.S. Flour: The Price Stabilization Corporation stated 
that a proposai of the United States government to sell 
to the Philippines surplus flour worth $1 million, but payable 
in pesos, was a “baited” offer which in the final analysis 
will be detrimental to Philippine economy. The peso pro- 
ceeds will be deposited with the Central Bank as part of 
the account of the U.S. foreign operations administration 
mission here. Prisco listed the following disadvantages: 1. 
No savings will really be made on Philippine dollar reserves 
because the cost of the flour will actually come or will be 
deducted from the F.O.A. outlay. 2. With the payment in 


pesos, there will be no sale of foreign exchange so that the 


Philippine government will lose the 17 per cent exchange tax 
on the P2,000,000. 3. Purchase of flour in pesos will 
violate the “most favored nation” clauses in standing agree- 
ments of the Philippines with Canada and Australia. 4. It 
will invite retaliation by other flour exporting countries 
because under the proposal, U.S. exporters will have a de- 


cided advantage in the Philippine market over other coun-' 


tries. 


Ramie Planters: 
ture backed representations to President Magsaysay made 
by Philippine ramie planters to exempt from import taxes 
ramie textiles made from Philippine ramie fiber. Ramie 
planters of Davao and Cotabato sent numerous appeals to 


President Magsaysay requesting him to certify a must bill in. 


the special session of Congress which would exempt ramie 
textiles from duty for an importer who must establish a mill 
in the Philippines within 18 months. The chamber said this 
exemption was necessary if the ramie industry is not to 


The Philippine Chamber of Agricul- 
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collapse. The ramie planter’s situation is untenable, said the 
chamber. He cannot sell his fiber abroad because the world 
price is lower than his cost of production. He profits only 
when his fiber is shipped to Japan—under processing agree- 
ments—for conversion into textiles that are shipped back 
for loca] use in the Philippines. But these processed textiles 
are subjected to the 17 per cent exchange tax and to import 
duties ranging from 25 to 30 per cent, thus making the 
ramie textile unable to compete with American cotton tex- 
tiles which come into the Philippines duty-free. The cham- 
ber is of the belief that the potentials of the ramie industry 
is tremendous. The Philippines imported last year P171,- 
702,000 worth of textiles. A big portion of this can be re- 
ported by local ramie. Fully developed, the ramie industry 
can clothe the army, the police force, and the people with a 
textile cheaper and stronger than cotton. Philippine ramie 
textiles may be exported eventually. 


Agrarian Court: President Magsaysay signed a bill 
creating the court of agrarian relations for a speedy and 
effective enforcement of all laws and regulations governing 
the relations between capital and labor in all agricultural 
areas. The agrarian court’ shall consist of an executive 
judge and eight associate judges with the rank of judges of 
the court of first instance. The executive judge who shall 
also perform administrative functions shall have his seat 
in Manila and adjacent provinces while the associate judges 
shall have their seats in the capital of the province where 
each is assigned. The court shall have original and exclu- 
sive jurisdiction over the entire Philippines to settle all 
questions involving the relationships and varying rights of 
persons in the cultivation and use of agricultural lands where 
one of the parties works the land. It shall have concurrent 
jurisdiction with the court of first instance over employer 
and farm employee or landlord and tenant involving viola- 
tions of the usury law. 


$800 Million Reparations: President Magsaysay won 
an all-party support for his administration’s stand on the 
reparations issue with Japan which called for a total pay- 
ment of $800 million in capital goods, technical services, 
cash and investment loans from Japan. The breakdown of 
the $800 million reparations settlement formula is as 
follows: 1. $500,000,000—in capital goods such as ships, 
locomotives, complete operating factories and plants, equip- 
ment, machinery, ete. 2. $20,000,000—in cash; 3. 
$30,000,000—in services, such to consist of the following: 
salvage, reclamation of marsh lands and foreshore lanis; 
cost of services of such Japanese technicians as we may 
ask for; cost of handling, packing, insurance of the capital 
goods included in the $500,000,000; and 4. $250,000,000— 
investment funds or development loans. 


Mercury: Palawan Quicksilver Mines, the country’s first 
quicksilver mining firm, reported that operations have been 
progressing according to schedule and the actual production 
of mercury started in July. The new firm, which is a 
subsidiary of Marsman and Company, announced that as of 
last May 31, ore reserves blocked out totaled 135,000 short 
tons containing approximately 1,020,000 pounds of quick- 
silver valued at $3,020,000 based on the U.S. government 
buying price of $225 per flask of 76 pounds. The com- 
pany’s property is located in Tagburos, Puerto Princesa, 
Palawan. 


Dagupan Rural Bank: The 34th rural bank in the 
country, and the 4th in the province of Pangasinan, was 
granted a certificate of authority to register in a recent 
ceremony. The Dagupan rural bank has an authorized 
capitalization of P700,000. The three other rural banks 
operating in Pangasinan are in Manaoag, Tayug, and San 


‘without their previous consent. 


Carlos with a combined authorized capitalization of 
P1,040,000 or a total of P1,740,000 for the four banks. 
Dagupan City is a commercial, industrial, as well as trans- 
portation center in western Pangasinan. Organizers of the 
rural bank expect to meet the credit necessities of small 
producers, particularly small farmers, small merchants, and 


rural shops, in the neighboring towns. 


Economy Bills: President Magsaysay signed into law 
five bills designed specifically to strengthen the national 
economy. Calculated to bolster the national economy were 
the following measures: 1. An act hiking the capital stock 
of the Philippine National Bank from P10 million to not less 
than P110 million with an authorized capitalization of 
P200,000,000. 2. An act creating a P20-million revolving 
fund to be known as the “Filipino Retailers Fund” so as 
to strengthen the retail trade nationalization law. 3. An 
act establishing the Abaca Corporation of the Philippines, 
and appropriating P20,000,000 for its operation and main- 
tenance. 4. An act prohibiting the importation of onions, 
potatoes, garlic and cabbages except for seedling purposes. 
5. An act authorizing the construction of the Marikina 
multi-purpose project and authorizing the Marikina project 
coordinating committee to serve as the implementing agency 
of this project. 


The new law authorized an increase of the PNB’s 
capitalization from P10 million to P200 million and granted 
it a broader sphere of lending and investment functions. 
With the revision of the PNB charter the bank would be 
able to expand’ its network of provincial branches and reduce 
its current rate of interest on loans. 


Tobacco Aid: Manuel Turingan, chairman and general 
manager of the Philippine Tobacco Administration, anr- 
nounced that a bill appropriating P10 million with which to 
purchase native leaf tobacco in Isabela, Cagayan, and other 
provinces has been prepared by the tobacco agency and sent 
to President Magsaysay for his certification in order that 
the measure may be taken up in the coming special session 
of congress. P20,000 will be spent next year in Isabela to 
buy insecticides to combat worms and other pests that have 
wrought destruction to this crop during the last harvest. 
The agency will produce highly-germinating standard seeds, 
such as the Simmaba and Vizcaya types in order to produce 
high quality cigar filler and wrapper tobacco. Experi- 
mental stations in Isabela and Cagayan will be set up in 
order that the best seeds can be produced for high quality 
yield. The Philippine National Bank will extend credit 
facilities to native tobacco farmers in the Cagayan Valley. 


Goods Made in P.I.: Lack of “Made in the Philippines” 
labels on Philippine goods entering Hawaii has delayed re- 
lease of shipments at Hawaii ports. The common com- 
plaint among Hawaiian importers resulted from the fact 
that Philippine articles received were not in accordance 
with agreed specifications and substitutions were made 
While Philippine mahogany 
had found wide acceptance in Hawaii for the manufacture of 
furniture as well as for the construction of buildings and 
houses, it had not been included as acceptable hardwood 
for use in the construction of furniture for the United States 
Armed Forces in that territory. 


Labor Movement: Labor unions in the country now 
count with an estimated 700,000 members. These workers 
are members of the 1,600 unions registered with the Labor 
Secretary. In the first semester of this year, nearly 250 
labor unions with an estimated membership of 100,000 
workers were registered. The number of registered unions 
has risen to 1,600. Before the Magna Carta of Labor took 
effect on June 17, 1953, there were only 319 registered 
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labor unions. The growth of workers organizations in the 
country demonstrates the onward march of labor. 


Output of Fertilizer: Filemon Zablan, National Power 
Corporation manager, said that production of ammonium 
sulphate by the Maria Cristina, Lanao, fertilizer plant of 
the N.P.C. for the coming fiscal year will be sufficient to 
fill the requirements of rice, corn, citrus and vegetable 
farmers. Production of fertilizer this fiscal year was cur- 
tailed in view of several breakdowns in the plant, now 
operating at two-thirds capacity. By next fiscal year, the 
plant will be running at full capacity, with an estimated 
production of 50,000 metric tons. With respect to the 
complaints of small farmers that they are being discrimi- 
nated against in the allocation of fertilizer, Zablan ex- 
plained that previously small farmers did not use fertilizer 
or that they got their fertilizer from other sources. Now 
they are flocking to the N.P.C. office in view of the fact 
that the cost of fertilizer and freight rates have gone up. 
In the meantime, the N.P.C. is at a loss to supply the late 
comers. 


Nation-Wide “Buy Filipino” Campaign: The Chamber 
of Commerce of the Philippines has informed Commerce 
Secretary Oscar Ledesma that in an effort to assist Filipino 
businessmen it has just adopted the slogan, Buy Filipino, 
and has urged the secretary to endorse it. “Let the Filipino 
people adopt the battle-cry “Buy Filipino,” the chamber, 
through its president, wrote Ledesma, “and the _ present 
strangulating economic set-up in our country would greatly 
and speedily change for the success and prosperity of the 
Filipino traders, and many more Filipinos would be encou- 
raged to engage in business.” 


The chamber requested the commerce secretary to im- 
plement the slogan to launch a nation-wide drive to make 
the nation “Buy Filipino” conscious. More than patronizing 
local products, said the chamber further, it is necessary to 
reorient the Filipino mind, which has been influenced by 
the colonizing powers so much so that it has been led to 
fee] that “everything native is inferior, and everything 
foreign superior,” and to change the buying habits of the 
Filipinos, so that other things being equal, they would 
prefer products manufactured and owned by Filipinos and 
to buy from Filipino merchandisers. In its letter, the cham- 
ber called attention to the practices of certain government 
offices in buying supplies from aliens. This should not go 
on. 


New NEC: President Magsaysay organised a _ revita- 
lized National Economic Council which would plan and 
execute the administration’s economic development pro- 
gram. The old NEC, the Philippine Council for U.S. Aid, 
the Economic Planning Board, and the Tariff Commission 
were abolished. Among the functions and responsibilities 
of the council are: 


1. Formulate definite and consistent national economic 
policies and prepare comprehensive economic and social de- 
velopment program which, when approved by the President 
and if necessary congress, shall be implemented by govern- 
ment executive departments and other branches of the 
government. 2. Review all existing programs, public or 
private, which have a bearing on economic development, 
and make modification of such programs at least once a year. 
3. Study available financial resources for financing econo- 
mic development, both public and private, in the light of 
current credit and monetary policies. 4. Inventory the 
country’s needs and resources, and establish a program of 
priorities for development projects that would fit into both 
the immediate and long-run demands of Philippine economy. 
5. Establish goals for public and private investments in 
the Philippines of food and raw materials production, power, 
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communications, manufacturing and other essential services. 
6. Study and define consistent policies and criteria that 
shall govern the granting of tax exemption privileges and 
other incentives to investors. 7. Formulate recommenda- 
tions on desirable levels of government revenue and expendi- 
tures, and relate public works expenditures to the overall] 
program for economic development. 8. Formulate recom- 
mendations to coordinate fiscal and monetary policies. 9. 
Study the economic aspects of reparations, and determine 
their preper use and/or disposal. 10. Formulate trade and 
tariff policies, considering that tariffs are an instrument of 
national policy in the solution of balance of payments pro- 
blems and in achieving a broader and more stable pattern 
of domestic production. 11. Coordinate statistical acti- 
vities of all government agencies and formulate statistical 
standards and methology and prescribe their use by govern- 
ment agencies. 12. Prescribe ‘priorities in the allocation 
of foreign exchange necesSary to implement approved de- 
velopment plans and projects, which, when approved by the 
President, shall be binding on the Central Bank. 


Japan Purchase Sugar: The Philippines has put across 
one of its biggest sugar deals with Japan. Japan would 
buy 24,000 tons of Philippine raw sugar. The contract was 
on a government-to-government level. Japan hoped _ the 
Philippines would jack up its import of Japanese cut iron 
and steel goods and plant equipment. 


Enriched Rice: Cost of rice enrichment in the Philip- 
pines is the lowest im the world, according to recent surveys 
made by the Institute of Nutrition. While in the Philip- 
pines, 56 kilos of premix rice cost only P74.00, in the United 
States, the same amount of fortified rice costs P89.31, and 
in Bangkok, P95.20. The Philippines is the first country 
to launch a program of rice enrichment to combat under- 
nourishment. 
public Act No. 832, otherwise known as the Rice Enrich- 
ment Law. Actively cooperating with various government 
agencies in the implementation of the project is the Food 
Enrichment Enterprise, manufacturers and distributors of 
Fen-Premix. Enriched rice is one part Fen-Premix and 
200 parts ordinary rice. 


NAMARCO: Expressing his views On the creation by 


legislation of the P30 million tax-exempt National Marketing | 


Corporation, Secretary of Commerce Oscar Ledesma declared 
that the Namarco will seek to place Filipinos in their rightful 
place as the dominant traders in their own country. The 
Namarco, with its tax advantage, can to a certain extent 
undersell private importing firms. But that will not be 
the case in actual practice. Namarco, unlike the private 
importer, has ta shoulder all the distribution and operating 
costs in its operations. Ledesma denied claims from certain 
trade quarters that the Namarco will monopolize the dis- 
tribution business. The dollars allotted to the Namarco 
by the law creating it were only $6 million a year, as com- 
pared with the $450 million allocation granted by the Cen- 
tral Bank yearly, or a little over one-half per cent of the 
total annual import quotas. It was not the avowed purpose 
of congress in creating the Namarco to gradually exclude 
foreign capitalists from Philippine business and industry. 
Foreign investors are invited to participate in the develop- 
ment of the country’s natural resources primarily for the 
benefit of the citizens of the Philippines. 


Japanese Salvage Group: Some 500 Japanese salvage 
experts left Japan for the Philippines. The giant salvage 
mission plans to refloat 59 vessels, sunk during World War II 
in Philippine waters. These vessels include warships, crui- 
sers, destroyers and transports, including the 5,640-ton 
battleship Kiso. Full-scale operations are expected to start 
in October after the monsoon season is over. 


Legislative sanction for the program is Re- | 
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LETTER FROM MANILA 


The state of uncertainty and visible weaknesses in the 
various sectors of the national economic structure noted early 
this year continued through July with the hopes for a better 
second half gradually but obviously giving way to less op- 
timistic appraisals. While some economic indicators show 
stability in trends and tendencies, a prevailing note of 
general weakness points to difficult times ahead. A _ run- 
down of the over-all economic picture in July reveals the 
following developments: 


Cost of Living moved further up to 312.0 per cent 
(1941 = 100), the highest point reached during the year. 
Price downtrend stalled and reacted upwards reflecting a 
cautious reversal of the trend during the first half of the 
year. The retail prices index (1949 = 100) advanced to 
94.7 per cent, adding 1.1 point to its June position but still 
below by 3.6 points from the levels in January this year 
and the same month last year. As in the case of retail 
prices, the general wholesale price index registered a gain 
of 2.5 points from the level reached last month. Foreign 
trade in May showed an increase in trade deficit of P38.3 
million against P11.7 million in April. ‘Total trade rose 
to P185.5 million, P17.2 million more than the previous 
month and P42.1 million higher than the year-ago level. 
International reserves showed strengthening tendencies with 
an increase of $3.06 million above the month-end balance 
in June and $11.21 million higher than the precarious posi- 
tion touched in May this year. The end-of-July total re- 


serves Of $251.09 million, however, was way below the 
January total by $15.56 million and the year ago level by 
$57.75 million. Foreign exchange receipts and disburse- 
ments in July showed a net receipt, for the first time in 
twelve months, of $1.64 million compared with a net dis- 
bursement of $4.72 million in June this year. Money supply 
position in May stood at P1,208.6 million, off P13.2 million 
from the April total and short by P1.3 million and P5.0 
million, respectively, from the levels prevailing in January 
this year and the comparable month last year. 

Securities market activities slowed down temporarily. 
In July shares traded amounted to 90,855,746 with a value 
of P12.5 million compared with June total transactions of 
130,592,364 shares valued at P17.5 million. Building con- 
struction reflected slower activities in July with total value 
of construction permits issued by the Manila City En- 
gineer’s office totalling only P3.2 million or a decrease of 
P1.8 million from the month previous. Staple product 
prices emerged stronger at the close of July with gains 
registered for coconut oil, copra, sugar, hemp and rice. 
Coconut oil advanced to an average of P0.4852 per kilo 
against P0.48 in June; copra average prices reached as high 
as P27.08 resecada basis against P26.85 in the preceding 
month for a gain of P0.21 per 100 kilos; hemp opened steady 
aml firmed up gradually; sugar for export averaged P14.13 
per picul compared with P14.04 in June; rice continued to 
improve with all varieties registering gains of from P0.50 


to P1.00 per sack of 56 kilos. 


INDONESIA’S PUBLIC FINANCE 


The 1954 budget was not presented to Parliament until 
in the beginning of September last. In the Financial Paper 
accompanying that budget which, different from the preced- 
ing one, did unfortunately not contain more detailed com- 
ments on the country’s financial position, nor an outlined 
financia] policy for the years to come, the Minister of 
Finance intimated that the deficit would have to be figured 
at some Rp 2,600 million, which was appreciably higher than 
the deficit of Rp 1,200 million initially estimated early in 
1954. It has meanwhile been found, however, that the even- 


tual deficit will come somewhere in the neighbourhood of_ 


Rp 3,600 million, owing to the fact that total revenue fell 
short of the estimate and supplements were found to be 
necessary for various ministries in view of their respective 
budgets of expenditure, according to Bank Indonesia, the 
state bank of Indonesia, in their report for 1954/55. 


The 1955 budget provisionally estimated a deficit at Rp 
2.500 million. This was one of the factors which prompted 
the Government to ask Parliament to sanction the limit for 
the advances of the Bank Indonesia to the Government— 
according to article 19(2) of the Bank Act this limit is 
bound to 30% of Treasury revenue in the budget year pre- 
ceding the year in which the advances are raised—to be 
increased to a sum of Rp 7,100 million. 


In the sphere of public finance the following events call 
for mention. 
Between the Government and two petroleum companies 


a new-agreement has been concluded, superseding the old 
so-called let-alone-agreement. The new agreement provides 


that the oil companies in question, i.e. the Caltex and the 
Stanvac, shall monthly prepay one-twelfth part of the tax 
payable by them. It may be observed that this measure can 
of course only temporarily bring about some alleviation, but 
that it will not solve future financial] difficulties. 

Revenue out of the levy (T.P.T.) of 66-2/3% imposed 
by Emergency Law No. 5/1954 on transfer overseas of in- 
visibles totalled according to tentative data some Rp 296 
million (provisional estimate Rp 700 million). Importers’ 
prepayments—as at July 12th raised from 75 to 100% (for 
raw materials for industrial purposes and for capital goods 
from 50 to 75%)—displayed, after a decline in the first six 
months, a net advance of some Rp 500 million during July 
through December 1954, despite the introduced import re- 
strictions. As at the end of December 1954 the prepayments 
totalled Rp 1,173 million, against Rp 1,028 million as at 
the end of 1953. Revenue’ on account of the imposed extra 
import levy (T.P.I1.) amounted to approximately Rp 1,180 
million in 1954, that is over Rp 90 million more than ori- 
ginally estimated. 

A bill which the Government presented to Parliament 
early in July 1954 on a further increase of excise duties 
did not meet with a favourable reception, because various 
parties in Parliament did not under the prevailing circum- 
stances consider such increase compatible with the interest 
of the consumer, especially so in so far as products such as 
sugar and kerosene are concerned. An increased excise 
duty on gasoline was introduced early in May 1955, causing 
its price in Djakarta to increase from Rp 1.04 to Rp 1.80 a 
litre. 
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zt Having regard to the country’s financial position, the 
Government has decided to adopt only on a limited scale 
the new 1955 salary scheme for civil servants, proposed by 
the so-called salary committee. This will cause the addi- 
tional expenditure to be “only” about Rp 600 million instead 
of over Rp 2 billion. As a transitionary measure, 5% of 
the transition tax 1954 for civil servants has been borne 
by the Government. On June 30th, 1954 the measure of 
economy announced by the Government in 1953, to pension 
off civil servants over 55 years old unless they are indis- 
pensable, became operative. In how far this latter measure 
has meanwhile been implemented and in what degree it has 
led to economy, is unknown yet. 

The Company Tax Bill 1953 passed Parliament by the 
end of November 1954, after the adoption of a modified 
amendment. The additional revenue out of the new tax 
rates is estimated at approximately Rp 200 million for 1954. 


For partially covering the budget deficit and for re- 
deeming older State loans the Government introduced a bill 
to Parliament on the issue of a new State loan to the amount 
of Rp 300 million. The interest of this loan, to be issued 
in 1955, will be 4%; its currency will be 20 years. 

Parliament also passed the National Loan 1946 bill, 
increasing the proposed redemption percentage of 5 to 10, 
(calculated from the nominal amount of the loan), with the 
proviso that 50% will have to be redeemed in one sum and 
the total loan within five budget years, first redemption in 
1954. 


Worth mentioning is furthermore the repeal of the 
decree of December 15th, 1954 of the Minister of Finance 
on the temporary abrogation of the extra export duty on 
hevea rubber. By decree of February Ist, 1955 an extra 
export duty of 10% has again been made payable as from 
March Ist, 1955. All this was based on the trend of rubber 
world quotations in the period October 1954 through January 
1955. On January ist, 1955 the general export duty on 
rubber had been reintroduced already. 


Cash deficit of the Government 


The movements on the Treasury’s account with the Bank 
Indonesia over 1954 resulted in a deficit of Rp 3,904 million. 
Since the cash balances of the various Government institu- 
tions increased by a total of Rp 371 million, the aggregate 
eash deficit of the Government for 1954 can be figured at 
Rp 3,533 million, which is Rp 486 million more than in 1953. 


While in 1953 the cash deficit could be covered as to 
some 57% out of the profit from the revaluation of gold 
and as to 14% out of the compulsory prepayments by im- 
porters, the part filled by these incidental receipts was of 
much smaller importance in 1954, for the said prepayments 
showed a net advance of only Rp 144 million in 1954, as 
against Rp 440 million in 1953. These phenomena—after 
taking into account the increased issue of Government notes 
and coin of treasury paper representing a total of Rp 226 
million in 1954 (Rp 151 million in 1953) and furthermore 
the decrease in the balances of various Government offices 
in 1953 by Rp 143 million, which balances on the whole did 
not show any appreciable movements in 1954—caused the 
debt of the Government to the Bank Indonesia to increase 
. considerably more in 1954 than in the preceding year. This 
increase of debt was Rp 3,163 million, against Rp 579 million 
in 1958. ‘ 


In consequence, the inflationary effect of public finance 
was much greater this year. : 

Of the total cash deficit of Rp 3,533 million which 
accumulated in 1954, Rp 190 million—i.e. importers’ pre- 
payments amounting to Rp 144 million and treasury bills 
issued to non-bankers amounting to Rp 46 million—has been 
financed in a deflationary way, so that the gross inflationary 
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effect of public finance for 1954 can be figured at Rp 3,34 
million. After elimination of the rounding differences (R 
1 million) this total is equal to the inflationary force o 
public finance arrived at in the monetary analysis by com 
putations from the angle of finance. The inflationary effec 
for 1953, computed in a similar way, was Rp 2,450 million. 


In the gross inflationary effect referred to above, the 
monetary-neutralising effect of Government deficit in 
respect of foreign countries has been discounted as yet. By 
deducting this, the primary internal inflationary effect is 
obtained, which was Rp 2,568 million for 1954, that is Rp 
983 million more than in the preceding year. As far as 
the external Government cash deficit is concerned, it may be 
added that expenditure abroad (Rp 1,470 million) was ap- 
proximately Rp 135 million lower than in 1953, while re- 
ceipts from abroad (Rp 695 million) showed a decrease by 
Rp 45 million. 


Budgets 


The originally estimated budget deficit for 1954 
amounted to Rp 2,591 million, which was Rp 807 million 
more than the estimated deficit for 1953. Over against a 
higher assessment of net revenue by Rp 573 million stood 
that net expenditure surpassed the 1953 level as_ well, 
namely by Rp 1,380 million. The higher estimate for net 
revenue is in the first place due to the insertion of a revenue 
item of Rp 500 million ex E.C.A.-counterpart funds. This 
item has been allowed for in the 1954 budget as new- capital 
income, anticipating a decision of the U.S.A. government 
(the realisation of this revenue could not be accomplished). 
Furthermore, the estimated reimbursements on the Eximbank 
loan were included in the 1954 budget as a separate net 
capital income component, in contrast to previous years. 
These reimbursements were assessed at Rp 380 million in 
1953 and Rp 350 million in 1954. Net revenue on the 
ordinary service was for 1954 estimated at about Rp 275 
million lower. 

As to the expenditure budget it can be observed that 
estimates of net expenditure chargeable to the ordinary and 
capital services increased by Rp 1,035 and Rp 345 million re- 
spectively as compared with 1953; the share of capital out- 
lays in overall expenditure thus rose from 13% in 1953 to 
14% in 1954. But in this respect allowance has to be made 
for what has been written above as regards the Eximbank 
loan. If in 1953 the same mode of accounting should have 
been followed as in 1954, net capital expenditure would in 
1954 have displayed a decline of Rp 35 million. 

Nearly 63% of the ordinary net budget expenditure, 
totalling Rp 9,199 million in all, went to the security sector 
(which comprises Home Affairs) against 67% in 1953 (over- 
all net expenditure in 1953 Rp 8,164 million). The lion’s 
share of the estimated net capital outlays related to the 
economic sector, namely over 77% in 1954 against 76% in 
1953. 

The provisional outturn reveals that the actual budget 


deficit for 1954 came to Rp 3,602 million, or over Rp 1 billion — 


more than originally estimated. In 1953 the deficit—dis- 
counting the transitory items 1952 to a total of Rp 700 
million—amounted to Rp 2,240 million, thus exceeding esti- 
mates by Rp 456 million. Since the Ministry of Finance has 
again not been in a position to prepare a specification of 
actual net revenues, only a brief review of gross expenditures 
is possible. 

Overall actual gross expenditure has exceeded estimates 
by Rp 1,579 million. A striking feature is that the estimate 
for the security sector, comprising the Ministries of Defence. 
Justice and Home Affairs, was surpassed by no less than 
Rp 1,635 million. This is mainly to be contributed to higher 
outlays of Home Affairs. The actual gross expenditures in 
the economic sector and in the social sector on the other 
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hand remained by approximately Rp 250 ‘million and Rp 85 
million respectively below the original estimates. 


When comparing 1954 with 1953, actual gross .expendi- 
ture in the general, the economic and the security sector 
proves to have for either sector increased by about Rp 250 
million. The cultural and the social sectors also expended 
more, the foreign sector being the only one which displayed 
a small decline. On the aggregate, actual gross expenditure 
in 1954 outweighed 1953 expenditure by Rp 924 million. 


Government resources 


The received net resources amounted in 1954 to around 
Rp 8,451 million which signified a decline by Rp 1,256 million 
as compared with 1953. They exceeded by Rp 1,140 mil- 
lion the 1954 estimate. Yield of taxes and sundry receipts 
surpassed estimates by Rp 727 million and Rp 558 million 
respectively, while receipts from the exploitation of Govern- 
ment industries, as referred to in the Indonesian Industries 
Law, lagged behind estimates by Rp 145 million. 


Of the direct taxes, company tax produced, as in 1953, 
a substantial surplus; over against an eStimate of Rp 750 
million stood an actual outturn of Rp 1,330 million, which 
surpassed last year’s by around Rp 250 million. This is prin- 
cipally to be attributed to the introduction of new tax levies 
as well. as to the payment agreements concluded with oil 
companies. The yield from other direct taxes also surpassed 
the 1953 total. Transition tax for instance increased by 
23%, exceeding estimates by around Rp 300 million. In- 
come tax rose by 7%. 


Indirect taxes’ yield displayed an overall decline of 
Rp 517 million as compared with 1953. Comparison with 
thé budget figure reveals that the actual outturn lagged be- 
hind estimates by approximately Rp 230 million. Among 
the other indirect taxes two excess revenue items have been 
inserted in the budget, totalling Rp 600 million. These 
items are not further explained. Revenue from turnover/ 
sales tax wellnigh came up to estimates but remained by 
Rp 23 million below the 1953 level. On account of the im- 
port restrictions, import duties yielded in 1954 about Rp 
290 million less. Though the above was allowed for when 
drafting the budget, yet actual outturn came Rp 55 million 
below estimates. A not insignificant decline was also 
suffered by revenue from additional export duties, conse- 
quent upon the fall in world prices for various export pro- 
duce during 1953 and the first half of 1954, and the re- 
sultant reduction and/or exemption from the export duties 
imposed on some of these produce. Excise yielded around 
Rp 240 million more as compared with 1953, chiefly due to 
increased receipts from tobacco excise. Overall excise yields 
surpassed estimates by around Rp 550 million. 
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As against 1953, the resources classified under Sundries 
yielded appoximately Rp 1 billion less. This is to a large 
extent attributable to lower yields from TPI-levies which 
yielded Rp 296 million. 


Public debt 


The aggregate public debt rose from Rp 13,385 million 
to Rp 16,834 million during 1954, representing an increase 
of 26%. In 1953 the increase of debt was Rp 1,509 million, 
equalling about 13%. 

Owing to a considerable rise of the debt to the Bank 
Indonesia, the proportion of the floating debt increased in 
the course of 1954 from about 22 to 39%. The currency 
brought into circulation by the Government showed a de 
crease in the period January-April, but increased again to 
a relatively considerable extent thereafter. The item trea- 
sury bills displayed a regular extension. The debt to im- 
porters on the other hand decreased in the first six months 
of 1954 not inconsiderably, viz. by Rp 350 million, which 
decrease was however replaced again in the second half 
year by an increase of some Rp 500 million. 


The aggregate consolidated debt showed a decrease by 
Rp 118 million in 1954. This deerease is for the greater 
part (about 90%) to be attributed to a reduction of internal 
consolidated debt, i.e. the 3% R.I. 1950 loan, which reduc- 
tion is exclusively the result of adjustment entries; in 1954 
no RI. bonds were bought in. 


Consolidated Debt 


(Rp million) Debt as at the - 

External debt end of 1954 
1. Prewar loans 

2. Postwar loans 

Total external consolidated debt 5,237 
Internal debt 
Total internal consolidated debt 5,027 


In respect of the external consolidated debt it may be 
stated that an amount of Rp 105 million was redeemed on 
the prewar loans, while the total of postwar loans increased 
by Rp 94 million, on the one hand by reimbursements on the 
Eximbank loan, resulting in the receipt of the countervalue 
of Rp 218 million, against which there were on the other 
hand redemptions on foreign loans to a value of Rp 124 
million. 


SINGAPORE 1954 


The main preoccupation during 1954 was with con- 
Stitutional change and political advancement. The major 
event was the publication in February of the report of the 
Constitutional Commission set up by the Governor under 
the chairmanship of Sir George Rendel, and the subsequent 
measure of self-government with a Legislative Assembly 
composed mainly of Members elected from a common Elec- 
toral Roll precided over by a Speaker. The Assembly will 
operate on a Party system and the Government will be 
formed by the Party, or coalition of Parties, holding the 
majority of seats. The Government will provide the mem- 


bership of a Council of Ministers of nine, which will include 
three ex officio Ministers who will also be ex officio Members 
of the Assembly where they will automatically join the 
Government side. The Council of Ministers, over which the 
Governor will preside, will be responsible collectively to the 
Assembly for the policy and the administration of the Colony. 
Apart from certain reserve powers retained for the Governor 
in matters of external relations, defence and the public ser- 
vice, the Council of Ministers will have full responsibility, 
according to the official report for 1954 by the Government 
of Singapore. 
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A new electoral roll has been prepared by the automatic 
registration of all those shown from the records in the 
national registration office to be eligible. An elector must 
be a citizen of the United Kingdom and Colonies or must 
have been born in the Federation of Malaya or in one of 
the British territories in Borneo, must be over 21 and re- 
sident in the Colony. There is no property, literacy or 
language qualification. The new electoral rolls were com- 
piled during 1954 and the result is a total of nearly 300,000 
registered voters. All are on a common roll with no dis- 
-tinction made between the different communities; it is esti- 
mated, however, that 60 per cent are Chinese, 21 per cent 
Malays, 114 per cent Indians and 73 per cent other races. 
Over half the population of 1,167,682 is under 21 and so 
not €ligible for the vote. 

The Constitutional Commission also recommended set- 
ting up a new local government authority, the City and 
Island Council, composed of a Mayor, Aldermen and 24 
elected Councillors to replace the existing City Council and 
Rural Board. Legislation to bring this about will be the 
responsibility of the new Government in 1955. | 

These important changes have been generally welcomed 
in Singapore, though there has been some criticism of points 
of detail; there are those who would move further towards 
self-government just as there are others who think that the 
changes have gone too far. Towards the end of the year 
opposition developed to a recommendation of the Commis- 
sion that English should continue to be the only official 
language and the only language of the new Legislative As- 
sembly. 

In readiness for the new constitution one of the oldest 


buildings in Singapore was renovated and remodelled with , 


marked success for use as an Assembly House. It was 
opened on 9th July. The Assembly Chamber is modelled 
on that of the House of Commons with facing benches for 
the Government and the Opposition. 

Much work was done during the year in preparing for 
the new constitution. Appropriate departments were group- 
ed together to form the portfolios of the new Ministries 
and decentralized from the traditional central Secretariat 
under the Colonial Secretary. New legislation was prepared 
and some was enacted before the «nd of ithe year; office 
procedures were overhauled for the new system. Mr. G. E. 
N. Oehlers was selected by the Governor for appointment as 
Speaker of the new Legislative Assembly. 

Against this background of political activity the re- 
venue of the Colony Government was $207 millions against 
$239 millions in 1953, when there were exceptionally high 
income tax receipts, including $16 millions collected on be- 
half of the Federation Government. Expenditure rose to 
$249 millions against $170 millions but this included a sum 
of $36 millions paid in final settlement of claims on the 
assets of the former Straits Settlements, and $14 miliions 
as the first payment towards the purchase of the Colony’s 
telephone company. At the end of tthe year’ reserves 
amounted to $290 millions, made up of Development Fund 
$52 millions, Special Reserve Fund $106 millions and Gen- 
eral Revenue Balance $132 millions; but of these reserves 
just over $101 millions were invested in long term loans to 
the Singapore Improvement Trust and other bodies. Deve- 
lopment plans for the five years 1955-59 propose capital 


expenditure on Government schemes of more than $150 


millions and there is a commitment to provide further large 
sums as loans to the Singapore Improvement Trust. Recur- 
ring expenditure will, of course, increase rapidly as develop- 
ment plans are completed so that expenditure in 1959 will 
be at least $40 millions more than in 1955. It is clearly 
essential that the Colony’s prosperity should be maintained, 
even improved, if this bill is to be met. Singapore has no 
natural resources to sell in the world’s markets; the national 


FAR EASTERN 


ECONOMIC REVIEW 


income depends on attracting trade and providing efficient 
Services to commerce at competitive rates, and developing 
local industries that can win markets for their products. 
There are obvious difficulties in raising taxes or in any way 
undermining confidence in the economic or political stabili- 
ty of the Colony. 

The Colony’s position as a centre of world trade con- 
tinued to be its main source of wealth. The value of 
Overseas imports and exports was $4,506 millions (£526 
millions) in 1954 compared with $4,441 millions the previous 
year. In addition trade with the Federation of Malaya con- 
tributed a further $1,099 millions. The year started cau- 
tiously: rubber and tin prices had fallen and there were in- 
creasing difficulties over the traditional entrepot trade with 
Indonesia. In the latter half of the year, however, the price 
of rubber rose to nearly $1 a pound and the price of tin 
after rising to $384 a picul in July was $340 a picul in 
December as compared with $317 at the end of 1953. There 
was an expansion in the volume of currency in circulation 
in the area covered by the Malaya/Borneo currency from 
$741 millions on 3lst December, 1953 to $779 millions on 
3ist December, 1954. Restrictions on trade imposed by 
neighbouring countries continued to make conditions diffi- 
cult, particularly for Singapore rubber mills which were no 
longer able to obtain their raw material from Indonesia. 
Labour employed in the milling industry had to be dis- 
charged or put on to short time. While there was still a 
shortage of skilled labour, there was a surplus of unskilled 
and semi-skilled labour. It is evident that the Colony will 
have to expand its economy if full employment is to be 
found for the rapidly increasing population. 

The vexed question of salaries and allowances for the 
Civil Services, which had been the subject of a succession 
of prolonged negotiations, committees and revisions since the 
war, was at last settled, it is hoped finally, during the year. 
A new salary structure consisting of basic salary plus a 
single variable allowance was introduced for the whole ser- 
vice in March. The Malayan Establishment, which had com- 
prised all officers recruited from Overseas for service in 
both Singapore and the Federation of Malaya, was abolished 
and the officers distributed to the separate establishments of 
Singapore and the Federation. In August a Singapore Civil 
Service Joint Council on the lines of Whitley Councils in 
the United Kingdom was formally constituted. By the end 
of the year much useful work had been done by the various 
committees of the Joint Council, and an atmosphere of 
mutual respect, confidence and goodwill was developing. 

For yet another year the Police Force continued its 
fight against Communism. The first half of the year saw 
several assasSinations and attempted assassinations by the 
Malayan Communist Party, including the treacherous murder 
of two Harbour Board police constables. In the latter half 
of the year there was no open act of violence and the Party 
appeared ito be concentrating on secret organization and 
subversion. The Police had some significant successes in 
ferreting out and breaking up sé¢ctions of the Party’s or- 
ganization, but against this must be set the success of the 
Party in penetrating Chinese schools. 

Half the school population attend Chinese schools which 
are largely financed and entirely managed by the enterprise 
of the Chinese section of the community. Discipline in these 


schools has never been good and the Malayan Communist. 


Party has exploited these conditions to the full, with great 
skill. An incident on 13th May, when a public gathering of 
Chinese students refused to disperse when so ordered and 
had to be dispersed by the Police, was represented as an 
attack upon Chinese education and the freedom of students. 
A critical press and support from left wing elements gave 
impetus to building up a student movement. Students took 
possession of two large Chinese schools for several days 
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and nights and defied all efforts by parents and school au- 
thorities to persuade them to go home. Communist slogans 
and tactics were employed by the student leaders, many of 
whom were over 20 years of age. Public attention was 
focussed on these incidents and on the subsequent prosecu- 
tion of students for obstructing the Police. All efforts by 
the Government to assist the school authorities to regain 
control of their schools were misrepresented as attacks upon 
Chinese education. 

By the end of the year the Police were able to produce 
clear evidence of the existence of Communist cells in Chinese 
schools, and there were welcome signs that the general 
public were beginning to appreciate the danger of a sub- 
versive student movement in Chinese schools. 

In order to enable the Chinese schools to raise their 
standards and in particular to improve their teaching of 
English, the Government doubled the grants-in-aid to 
Chinese schools at the beginning of the year. Towards the 
end of the year the Chinese schools were offered grants-in- 
aid at the rates paid to other aided schools which are suffi- 
cient to cover their entire running costs less the nominal 
fees paid by secondary schoo] students. By the end of the 
year forty-nine schools had accepted this offer. 


Meanwhile the construction and staffing of new Govern- 
ment schools in accordance with the education development 
plan proceeded satisfactorily. Seven new primary schools 
and two secondary schools were completed during the year; 
and by the end of the year work had started on a further 
thirty-one primary schools, a new Teachers’ Training College 
and a new technical school. Legislation was passed to en- 
able a start to be made in establishing a Polytechnic College. 
Agreement was reached with the Government of the Federa- 
tion of Malaya on the future development of the University 
of Malaya and funds were guaranteed. The Chinese com- 
munity launched a project to establish a second university 
to be called the Nanyang University. Substantial funds 
were collected, a site chosen and building begun. 

Steady progress was also made with the medical plan. 
Between the end of the war and 31st December, 1954 new 
buildings costing over $5 millions were erected and, what 
was more difficult, over 100 doctors and over 1,000 nurses 
In addition at 
the end of 1954 new buildings valued at $74 millions were 
under construction and plans had been made for further 
capital works costing over $15 millions. 

The building of houses continued apace despite heavy 
flooding in October and December. No less than 5,000 
houses and flats were built during the year; it is estimated 
that they will house about 25,000 people. But since the 
population increased during the year by about 44,000, this 
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rate of building is clearly not enough. The Singapore Im- 
provement Trust built 1,872 housing units, the Government, 
the City Council and the Harbour Board over 900 and 
private builders over 2,500. From 1948 to the end of the 
year the Singapore Improvement Trust had been granted a 
total of $92.9 millions in low interest loans; a further $120 
millions are envisaged for the next five-year programme, 
working up to a target of 5,000 housing units a year in 
1959. 

Part-time compulsory National Service was successfully 
introduced during the year. Registration of the three age 
groups 18, 19 and 20 was completed in April; the 19 
year old age group was selected for service and 400 were 
called up in June for enrolment in the Singapore Military 
Forces and 600 for enrolment in the Civil Defence Corps. 
These recruits proved to be keen, quick to learn and in- 
terested in their duties. Though there was some opposition 
stirred up amongst the students of Chinese schools, only 
three out of the 1,000 called up for military service failed 
to comply with their call-up notice. Once called up these 
young men soon developed a most encouraging enthusiasm 
and esprit de corps. The Local Defence Forces number 
about 3,000 men and there is an equal number in the Civil 
Defence services. Most of these men and women are 
volunteers; their hard work and enthusiasm were largely 
responsible for the successful training of the National Ser- 
vice recruits. 

Though labour relations were generally good through- 
out the year, the 10,000 daily paid labourers of the City 
Council came out on strike in the middle of the year. The 
main issue was a claim for backdating the award of higher 
rates of pay following the revision of the Government pay 
scales. The dispute was settled and the men returned to 
work on Ist August. Some inconvenience was caused to the 
public, but essential services were maintained, and the strike 
was orderly. 


The new government will take over in 1955 a Colony 
that proudly claims the highest standard of living in the 
East, has well developed health and education services and 
public utilities, an efficient public service and sound finances 
and substantial reserves. But the new government will also 
have to tackle grave problems: a population increasing by 
40 or 50 thousand a year, needing more schools, more hos- 
pitals and above all employment. A mixed community 
largely made up of immigrant races has to be welded into a 
national unit with a true loyalty to Singapore and to Malaya 
as a whole, and the secret subversion of the Malayan Com- 
munist Party must be rooted out of its hidden cells. The 
new era presents a challenge to the people of Singapore 
and to those they elect to govern them. 


REPORTS FROM CEYLON 


SIX-YEAR DEVELOPMENT PLAN 


Totalitarian states have shown the world how to work 
to a plan through their customary methods. Democracies 
however depend on patriotism. Ceylon’s aim must not be 
merely, according to the Prime Minister of Ceylon, to plan 
to a date. In colonial times the country got barely half 
the value for the money it spent. The co-operation of the 
private sector is specially important. 
built, every road that is opened and every well that is con- 
structed in the rural areas by the people is a contribution 
from the private sector. 

Under the second Six-Year Plan, Government will spend 
Rs 1,941,948,000 on economic projects. This represents 


Every house that is’ 


76.79 per cent of the total cost of the plan which is Rs 2,529 
million. The report on the Six-Year Plan claims that this 
programme would by itself make a contribution towards the 
development of a number of spheres of the economy and 
that the principal objective of most of the investment out- 
lays is to lay the basis for a cumulative process of growth 
and expansion. This process requires the participation of 
Government and the private sector. Government’s pro- 
gramme seeks to stimulate and assist the private sector in a 
number of important ways. 


The Six-Year Programme is essentially a programme 
of investment. The Government has in recent years shoul- 
dered a substantial share of the development activity in the . 
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country. The national income estimates for 1954 show a 
level of capital formulation in the Government sector in 
excess of the level in the private sector, and the importance 
of Government investment to the economy as a whole is 
likely to continue for some years to come. The general 
pattern of priorities conforms to the broad requirements of 
an economy in a process of expansion. The outlays on 
administration and defence are of modest proportions. The 
outlays on the social services are substantial but not expan- 
sive in relation to other productive needs. The outlays on 
economic projects of various kinds are of considerable 
dimensions. Provision is made for a considerable expansion 
of the basic utility services and of agriculture, irrigation 
and fisheries. Direct governmental outlays in the sphere of 
industry are relatively restricted. This reflects the Govern- 
ment’s policy of encouraging industrial activity in the 
private sector. 

The programme is made up of several individual pro- 
jects or items. The general objective of the programme is 
to increase the total output in the economy within the 
Six-Year period by (a) increasing the productive capacity 
of the export sector, (b) extending the average of land 
under cultivation, (c) raising yields on areas already culti- 
vated and (d) improving the earning capacity of the 
variety of other yields like fisheries and tourism. 

The following is a statistical summary of the report: 
The economic projects fall under the following heads: 


Rs 837,621,000 
Agriculture, Irrigation and 


Rural Development and Village 

Tourism 12,376,000 


Expenditure under social services, amounting to a total 
of Rs 402,738,000 and forming 15.93% of the total pro- 
gramme, will be as follows: 


» 146,101,000 

Unclassified 33,137,000 


The total expenditure under Defence will amount to 
Rs 94,623,000 or 3.74 per cent. of the total. 

Expenditure under head Administration will amount to 
Rs 89,477,000 or 3.54 per cent. of the total, and will be as 
follows: 

Civil Administration 

Police and Prisons 

Law and Justice 


Rs 41,228,000 
38,120,000 
10,129,000 


FOREIGN CAPITAL 


In a White Paper, presented by the Minister of Finance, 
Government’s policy in relation to private foreign invest- 
ment in Ceylon was outlined. The White Paper said the 
Ceylon Government believed that there was much scope 
for the investment of private foreign capital in Ceylon in 
a way which will serve the mutual interests of the foreign 
investor and the people of Ceylon. For that reason, the 
general policy of the Government was to welcome the entry 
of such capital into this country. The Government was, 
however, aware that one of the obstacles to the inflow of 
foreign capital was a lack of certainty in the mind of the 
foreign investor about official policy in respect of certain 
matters. These matters usually included the following: the 
question of partnership between foreign and local capital, 
the employment of local nationals, exchange restrictions on 
the movement of funds, taxation, the allocation of raw 
materials and labour and the problem of future nationalisa- 
tion. 
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The White Paper observed that there was no specialised 
law in Ceylon which covered all these aspects and which 
was solely designed to regulate the inflow of foreign capital. 
Instead, the Government had adopted a liberal and flexible 
policy. Individual proposals for investment would be treated 
on their merits and foreign investors would in all cases be 
assured of fair treatment once they had established them- 
selves in this country. There are two aspects to Govern- 
ment policy on the investment of private foreign capital, 
continued the White Paper. First,.a statement on the exist- 
ing rules and regulations concerning the specific matters 
which concerned the foreign investor and the guarantees 
by Government about their continuation in the future; and 
second, the machinery and procedure that had been evolved, 
partly in the interests of the foreign investor himself, to 
ensure that foreign investment was not in conflict with the 
national interest. 


TRADE PACT WITH CHINA 


Regarding the Rubber-Rice Pact with China, the Govern- 
ment earned a net gain of Rs. 73 million and Rs. 44 million 
in 1953 and 1954 respectively, as a result of it. The picture 
had somewhat changed in recent months on account of the 
steep increase in the world price of rubber and up to the 
end of June this year, the profit stood at Rs. 3 million. 
China has now been asked for a revision of prices. 


CEYLON’S PROGRESS 


The former Prime Minister (Mr. Dudley Senanayake) 
referring to the first Six Year Plan contended that’it was 
not a Plan as such but it was a step forward. The economic 
and financial trends of the last few years should convince 
that the country had been able to make a certain amount 
of progress. There was no connection whatever between 
the sterling assets and the degree of success achieved by 
a country. A country could double its production and yet 
decrease the sterling assets or the reverse could happen. 
Within the past 6 years the per capita income of the country 
had shown a gradual but definite increase, which could be 
attributed to an increase in the world prices of the coun- 
try’s exportable commodities. The Taxation Commission’s 
report revealed a 79 per cent increase in value, with a 
corresponding increase of 24 per cent in volume of the 
Island’s products since 1948. The Survey of the Economic 
and Social Development of Ceylon had disclosed that the 
total paddy production of the country increased from 22 
million bushels in 1950 to 31 million in 1954 and the rice 
available to the consumers were 394 long tons annually or 
about 50 per cent of the country’s requirements. The 
previous six year plan for extensive production and inten- 
sive cultivation was now bearing fruit in spite of the 
tremendous increase in the country’s population. 


The Economic Survey revealed that the Island’s school 


population increased three-fold since 1941. The Ministry 
of Health had not only eradicated malaria but also increased 
the numbers of beds in hospitals. These were achievements 
of the Government’s previous six year plan. The Govern- 
ment’s Taxation policy had been most progressive. Revenue 
had increased from Rs. 70.6 million in 1920—21 to Rs. 1026 
million today. Indirect taxes (i.e. taxes collected from the 
poorer sections of the people) decreased from 85.1 per cent in 
1920—-21 to 40.9 per cent in 1953. Direct taxation (i.e. 
taxation of the richer sections of the community) increased 
from .7 per cent to 27.68 per cent. There had been a pro- 
gressive improvement in the manner of taxation. 

The country also doubled its capital expenditure from 
24.3 per cent in 1938—39 to 40 per cent in 1954—55 and 
reduced its current expenditure from 75.7 per cent to 60 
per cent’ over the same. period, which was another indica- 
tion of the country’s progress. 
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“HONGKONG INDUSTRIAL REPORTS 


The newly established Hoover Metal Ware Factory has 
started to produce cigarette lighters for export. The 
monthly production capacity is expected to reach 3,000 
dozens. In the past, Japanese cigarette lighters have been 
dominating the markets in the Far East. Hoover has al- 
ready received numerous enquiries from Southeast Asia, 
Europe and South America. 


Leading local glove factories are now working on double 
shifts in order to fulfil orders for woollen knitted gloves 
before the end of October. A good number of these orders 
came from UK and Canada. US and Seandinavia also 
booked substantial quantities. After October, these fac- 
tories will concentrate on the production of fabric and nylon 
knitted gloves. There has been no adverse effect from 
attacks on the local gloves industry made by British manu- 
facturers early this year. About 500,000 dozen pairs of 
woollen knitted gloves would be shipped out during the next 
five weeks. The New Life Knitting & Dyeing Factory has 
introduced into the market, cotton fabric gloves made from 
a very heavy type of interlock cloth. These gloves also 
have fleeced backs. 


The Hongkong Transportation Company is building 30 
oil barges for the Burmese Inland Water Transport Board. 
These barges are intended for use on the Irrawaddy River 
in Burma. The total value of the contract is about HK$11 
million. Construction will be completed by July next year. 
The barges measure 160’ x 29’ x 7%’ and will have a special 
Spray of zine coating. The construction work is being 
supervised by Lloyds’ survéyors. 


The newly opened Eastern Cotton Mills Limited is 
equipped with the most up-to-date textile machinery. It 
now has 7,200 spindles; 2,800 more spindles will be added 
in the near future. The yarns produced by this mill are 
being marketed under three brands: Fortune, Wealth and 
Golden Harvest. The China Dyeing Works Limited has 
converted a British padding machine into a single-colour 
printing machine capable of printing piecegoods in various 
designs. In addition to this, the company recently bought 
a 6-colour printing machine for multi-colour printing. In 
order to promote the sales of their textile machinery and 
raw materials, the China Engineers Limited is setting up a 
demonstrative knitting mill in Hongkong to enable buyers 
to study the machinery and raw materials under normai 
factory conditions. This mill will produce plain and ribbed 
singlets first. Two Mellor Bromley interlock knitting ma- 
chines for high-class interlock fabric for gloves will be 
installed before the end of this year. This mill will also 
have a complete dyeing and bleaching plant to test the 


FINANCE 


‘HONGKONG EXCHANGE 


Trading totals: 
Notes cash 


MARKETS US$1,550,000; D.D. US$270,000. The 
market was quiet with very small fluc- 
For the week 10th to 15th October  tyation in rates. 
U.S.$ T.T. and R neg remained at about 7—8 
points. otes in 
Oct. High Low were taken at 6.25 points. Local stock 
10 $585 584% 578% 577%, was large. 
up by gold and general importers. In 
Notes, speculative activity was practi- 
15 584% 584 578 577% cally nil. Interest favoured 


D.D. rates: High 583% Low 581%. 


T.T. US$1,440,000; 
US$426,000, 


Separation between 
big denominations 


In T.T. sector, offers from 


and amounted to $2.90 ver US$1,000. 


quality of the dyestuffs and chemicals for which the China 
Engineers Limited are the sole agents. 


Four torchlight factories here have been authorized 
by a German manufacturer to produce tri-colour flashlight 
according to the German patent for the Australian Police 
Force. Several other factories are making torchlight cases 
for American customers according to US patents. Hong- 
kong manufactured torchlights are now as good as any 
American or other products in quality; yet far much cheaper 
in price. Another factory has recently perfected the pro- 
duction of a waterproof rubber flashlight case. The flash- 
light case is made of aluminium and is completely sheathed 
in a seamless rubber jacket. A British patent has been 
applied for this feature. It also has plastic lens. | 


Underwater swimming equipment is now being produced 


here by Submarine Products Limited under the brand name 


of “Sealion”. The manufacturer claims that Sealion pro- 
ducts are cheaper than similar equipment produced else- 
where. A set of this equipment was shown at the recent 
Canadian International Trade Fair. 

The United Shirts Factory recently claimed a produc- 
tion capacity of 180,000 shirts per month. Shirts produced 
by this factory are marketed under the brand name of 
“Crocodile”. This brand is very popular in Malaya, Thai- 
land, Indochina, Indonesia, Burma, India and Africa. Sub- 
stantial quantities are also being shipped to UK and Europe. 
In addition to shirts, this factory also makes pyjamas, slacks, 
shorts, jackets and other garments for export. 

The Hip Shing Industrial Factory, which used to produce 
enamelwares, is now manufacturing vacuum flasks. The local 
enamelware industry at the present is over-crowded and 
several factories closed down recently. With the switching 
over of this factory to the production of vacuum flasks, there 
are now five vacuum flask makers in the Colony. Hip Shing 
is producing 4,000 to 6,000 dozens of flasks per month under 
the registered trade mark of “Oxhead”. 

Three more button factories were established recently 
to manufacture shell and plastic buttons for loca] consump- 
tion and exports. The Gold Dragon Metal Manufactory 
Limited which makes screws has started a new department 
to produce ceiling fans. Another artificial jewellery works 
specializing in metal costume jewellery was recently opened. 
Hair nets are now made from nylon thread by one local 
factory. All normal shades of human hair are available. 
These nylon nets are more durable than those made from 
genuine human hair. A new factory has been organized to 
manufacture air purifying blocks and moth repellent balls- 


cubes. 


COMMERCE 


Positions figured at a daily average of 
only US$12 millions. In D.D., the mar- 
ket was idle. 


forward 


Yen and Piastre: Forward markets 
remained dead and cash quotations were 
$1,435—1,420 per Yen 100,000 and 
$600—530 per Piastre 10,000. Change 
over interest rates were $10.00 per 
Yen 100,000 in favour of buyers and 
$6.20 per Piastre 10,000 in favour of 
sellers. 


Far Eastern Exchange: Highest and 
lowest rates per foreign currency unit 


sellers 
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in HK$: Philippines 1.955—1.945, 
Japan 0.014125—0.01395, Malaya 1.88, 
Indochina 0.0812~-0.0741, Thailand 
0.2577—0.2567. Sales: Pesos 285,000, 
Yen 98 millions, Malayan $260,000, 
Piastre 7 millions, Baht 44 millions. 
The market was quiet. 


Chinese Exchange: Cash quotations 
for People’s Bank _sionotes were 
HK$1.70—1.65 per Yuan, only small 
business traded. Taiwan Dollar notes 
at HK$177—175 per thousand, and 
remittances at 155—152. 


Bank Notes: Highest and lowest rates 
per foreign currency unit in HK$: 
England 15.41—15.37, Australia 12.10— 
12.08, New Zealand 13.62—13.60, 
Egypt 14.80—14.70, South . Africa 
15.26—15.23, India 1.1725—1.17, Pakis- 
tan 1.01—1.00, Ceylon 0.96, Burma 
0.71, Malaya 1.836, Canada 5.84—5.815, 
Philippines 2.01—2.00, Macao 1.015, 
Switzerland 1.35, France 0.0153— 
0.015, Indonesia 0.165—0.155, Thailand 
0.243—0.242. 


Gold Market 


Oct. High .945 Low .945 Macao .99 
10 $253% 252% 
ll 253% 253 
12 253% 253% 263% High 
13 25314 252% Low 
14 253 252% 
15 253 253% 


The opening and closing prices were 
$2534 and 2534, and the highest and 
lowest $2533 and 2524. Tne market 
was quiet and tradings were mostly 
between importers and exporters with 
only very small speculative activity. 
Interest for change over in favor of 
buyers at 60 HK cents per 10 taels of 
945. Tradings totalled 28,800  taels 
or averaged 4,800 per day, and posi- 
tions figured at a daily average of 


23,500 taels. Cash sales amounted to 
25,340 taels (2,240 listed and 23,100 
arranged). Imports were all from 


Macao and totalled 17,000 taels. A 
shipment of 48,000 fine ounces reachea 
Macao via HK from Europe. Exports 
totalled 20,500 taels (7,500 to Indo- 
nesia 6,500 to Bangkok, 4,000 to Singa- 
pore, 2,000 to Rangoon, 500 to Korea) 
Differences paid for local and Macao 
99 fine were $12.80—12.50 and 12.30 
per tael of .945 fine. Cross rates were 
US$37.78—37.76. Import quotation 
was 87.75 C.LF. Macao with 43,200 
fine ounces contracted. 


Silver Market: The market was 
steady with good enquiries from ex- 
porters but as the local stock was small 
only some little business’ transacted. 
Bar silver quoted $6.30—6.25 per tael 
with 2,000 taels traded, $ coins $4.10— 
4.05 per coin with 2,500 coins traded, 
and 20 cent coins at $3.15—3.08 per 
5 coins with 2,800 coins traded. 


HONGKONG SHARE 
MARKET 


Last week’s dull market improved 
slightly on Thursday when more than 
47,000 Allieds and 20,000 Wheelocks 
changed hands. Allieds rose 20 cents 
while Wheelocks lost 10 cents. Whee- 


lock Marden, Allied Investors Corpora- 
tion and the Commonwealth Investment 
Company, the present owners of about 
85% of the Gas Company shares, were 
contemplating to place 50% of the 
issued shares on the market. The 
proposal for placement has not yet been 
finalised but the market was quite re- 
sponsive to the news. Other popular 


shares also declined during, the week. 


Monday: The market was weak and 
the turnover amounted to approximate- 
ly $650,000. Textiles, China Lights and 
Cements improved fractionally but other 
shares were featureless. Tuesday: 
Trading remained sluggish and prices 
declined. Singapore rubber price drop- 
ped to Str.$1.2125 per lb. and shares 
on the local market were neglected. 
Turnover amounted to approximately 
$610,000. Wednesday: Trading was 
more active during the half day session, 
but liquidation forced the market to 
lower levels and the undertone at the 
close was weak. The turnover amount- 
ed to approximately $520.000. Thurs- 
day: Apart from Allied Investors and 
Wheelocks, the market continued dull 


and featureless. The former moved 
fractionally higher under sus- 
tained support with approximately 
47,000 shares changing hands from 


$5.85 up to $6.10 and back to ‘$6.05 at 
the close. Wheelocks on the other 
hand were a shade easier with 20,000 
shares done from $9.40 to $9.30. Turn- 


over amounted to approximately 
$920,000. Friday: Trading remained 
quict. The turnover amounted to ap- 


proximately $700,000. The undertone 
at the close was still one of caution. 


AMALGAMATED RUBBER 
ESTATES 


At the recent annual meeting held 
here, the Chairman (Mr. F. Weatherly) 
of the Amalgamated Rubber Estates, 
Limited, reported that during the year 
ended June 30 the company made a 
net profit of HK$2,216,665. Output 
for the year, at just over 6,800,000 lbs., 
was 273,000 lbs. above the estimate 
representing an improvement of 
460,000 lbs. on the preceding year. The 
average price realised for all grades 
(including stocks of rubber at June 
30, 1955) was M. 80.82 cents per Ib. 
During the year the price of rubber 
(R.E.S. No. 1 f.o.b.) fluctuated between 
a maximum of M. $1.25 per lb. and a 
minimum of M. 66 cents per lb. The 
f.o.b. cost for the year was M. 49.50 
cents per lb. before charging re-plant- 
ing, depreciation, and Head Office ex- 
penses. On the basis of an average 
yield per acre per annum of 580 lbs., 
this cost can be considered very satis- 
factory. The total cost, including re- 
planting and all charges, but excluding 
income tax was M. 62.88 cents per Ib.. 
ef which M. 7.11 cents per lb. repre- 
sented replanting costs. 

Mr. Weatherly warned the share- 
holders that for the current year the 
company must face vastly increased 
costs due to higher wages and higher 
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duty (both of which rise and fall with 
the price of rubber). The f.o.b. cost 
might reach M 80 cents per lb. During 
the year under review the company 
spent HK$1,077,890 on new plantings 
and replantings. Each year 3% (about 
500 acres) of the plantations are re- 
planted. This 3 per cent is based on 
the fact that the normal life of a rub- 
ber tree from the time it is planted 
may be said to be thirty-three years 
and thus one would normally expect to 
replant three per cent of the total area 
each year. In actual fact the replant- 
ing is carried out at a much higher rate 
because the company still has a large 
area of old seedling rubber amounting 
to just over 8,000 acres which will be 
replanted within the next ten years. 
During 1955/56 the company expects 
to spend HK$241,203 on new plantings 
and HK$935,960 on replantings which 
is equivalent to M. 9.28 cents per Ib. 
on the anticipated production. 


The company paid an interim divi- 
dend of HK 5 cents per share free 
of tax in February last amounting to 
HK$499,948 and is now paying a final 
dividend of HK 15 cents per share 
free of tax amounting to HK$1,499,844. 
The Chairman stated that the prospects 
for the current year were good and 
results to date satisfactory. However, 
he warned that the present high price 
for rubber might come down. When 
the price does fall it would take some 
time to adjust costs to the lower prices. 
The Malayan Government has recently 
introduced a Bill which aims at en- 
couraging the replanting of old rub- 
ber, both by Estate owners and small- 
holders. The Government’s scheme. is 
one by which all Estates and small- 
holders will receive a subsidy of M. 
$400 per acre on 21% of their total 
planted acreage at December 31, 1954, 
provided that the Estates and small- 
holders carry out replanting of this 
21% of their total planted acreage by 
the middle of 1962. 21% of the com- 
pany’s total planted acreage (3,500 
acres) is being financed entirely out 
of Government funds. The Government 
has abolished the ordinary replanting 
cess but has retained the additional 
replanting cess of M. 43 cents per lb. 
which is returnable in full to producers. 
Export duty has been increased when 
the price of rubber is over M. 80 cents 
per lb. and reduced when the price of 
rubber is under M. 80 cents per lb. 
An anti-inflationary cess has been in- 
troduced and is payable on a sliding 
scale when rubber is over M. $1 per 
lb. This anti-inflationary cess is re- 
turnable to producers in years- when 
the price of rubber is low. Except in 
certain parts of Perak and Johore, the 
security situation has continued to 
improve during the year. 


RUBBER OUTPUT 


Messrs. A. R. Burkill & Sons (Hong- 
kong) Ltd., the General Managers of 
Amalgamated Rubber Estates Limited, 
announced that output from the Estate 
for the month of September, 1955 
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October 20, 1955 


amounted to 602,632 \|bs. Output for 
three months, July/September, 1955 
totalled 1,868,621 lbs. 


SINGAPORE SHARE 
MARKET 


The rubber price dropped, and at 
$1.24 showed a fall of 14 cents and 
markets suffered accordingly. Indus- 
trials were a mixed bag, a few ap- 
proached their lowest for a year, while 
others remained in demand at un- 
changed quotations. Tins generally 
eased and many rubbers were marked 
down. At the close the rubber price 
had rebounded sufficiently to initiate a 
few attempts at recovery in all seéc- 
tions. 

Official information is lacking of de- 
cisions taken at the fiscal conference of 
the Singapore and Federation ministers, 
but market opinion has it that the 
Federation, with its buoyant rubber 
revenue, does not at this juncture fa- 
vour increased income tax. It is re- 
assuring to note thet the need for the 
two Governments to work in double 
harness has had the effect of limiting 
the speed of the pair to the safe gait 
of the staider nag. 

A pleasing innovation in the Fraser 
& Neave accounts to hand this week 
is the great simplification effected in 
showing figures to the nearest round 
thousand dollars. This feature merits 
adoption by all large Companies. 
Shareholders will be pleased too with 
the improved profit and the augmenta- 
tion of Reserves consequent on the 
completion of major extensions in 
building and plant. 

Fraser & Neave had exchanges in 
quantity from $1.773% to $1.70 cum 14%, 
with wide enquiry at the latter price. 
Robinson were buyers at $2.174 and 
Singapore Cold Storage had sellers at 
$1.673. United Engineers were out of 
favour with sales down to $10.65. Un- 
changed were MecAlisters at $3.07}, 
Straits Times at $2.873 and Straits 
Steamship at $13.75. Renewed de- 
mand from London raised Malayan 
Cement to $1.70 and Singapore Trac- 
tion Ords. to 29/6. Wearnes eased to 
$2.87 and Gammons to $2.57%. Both 
Malayan Breweries cum 15% and Metal 
Box were steady at $3.50 and $1.50 
respectively. Malayan Collieries spurt- 
ed to 95 cents buyers with nothing 
specific to account for buyers. 

Hong Fatts came back to $1.25, 
Sungei Way to $3.373 and Petaling on 
the small quarterly output fell to $4.40. 
The market anticipated a Rantau final 
of 20% and an interim of 15% and 
in the absence of the latter, shares 
were sold down to $1.80. Taiping Con- 
solidated remained steady at $1.65 
buyers and Kvchais had general de- 
mand at’ $2.07}. 

Austral Amalgamated had sellers 
down to 15/6, Kuala Kampar to 29/6 
and Rawang Tins to 10/6. Laruts had 
takers at 8/104 and Tongkah Harbours 
at 9/13. | 

London registered tins attracted less 

favour. Kinta Kellas were accepted at 
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HONGKONG AND FAR EASTERN TRADE REPORTS 


Korea and S.E. Asia remained the 
most prominent buyers’ in the local 
commodity market last week. Next 
came U.K. with substantial orders for 
HK manufactures. Japan retained its 
usual purchases of China produce and 
scrap iron. Paper and industrial chemi- 
cals were mainly exported to Korea 
and S.E. Asia while local consumption 


kept metals and piece goods steady. 


TRADE DEVELOPMENTS 


Trade Restrictions: Australia re- 
duced imports from Non-Dollar Area by 


74% to 25%. Raw materials and 
essential commodities such as iron & 
steel, rubber, paper pulp, medicine 


were exempted from this new measure. 
An overall reduction of 124% was ap- 
plied to Dollar Area. Australia also 
raised the import duty on several com- 
modities including aluminiumwares. 
Belgium Congo proclaimed new rulings 
coneerning the origin ofgimports, parti- 
cularly regarding the goods not pro- 
duced by the exporting country. Korean 
Consulate General here announced that 
submission of the Hongkong Govern- 
ment Landing Certificate would be re- 
quired for re-issuance of consular 
invoice and certificate of origin for 
goods other than Hongkong origin. 
Indonesia set up new regulations 
governing the imports of cotton textiles 
and other essentials. 


China Trade: Under the £20 million 
agreement signed with. Egypt last 
month, China will export items needed 
for China’s own industrialisation plans 
such as machine tools, construction 
machinery and construction steel, min- 
ing equipment, pressing machinery, 
textile machinery, complete equipment 
for sugar, flour, weaving and _ paper 
mills and $5.6 million worth of iron. 
Egypt will’send to China raw cotton 
and fertilizers. With Ceylon, China 
signed contracts under which Cevlon 
will sell 50.000 metric tons of rubber 
and buy 270,000 tons of rice in 1956. 
Meanwhile, Chinese Foreign Trae 
Minister Mr. Yeh Chi-chuang. who is 
now negotiating trade with Poland in 
Warsaw, expressed that Peking would 
be willing to buy western products if 
qualitv, specifications, price and other 
conditions were agreeable. Items wanted 


7/14, Pengkalen Prefs. at 12/93 and 
Hongkong Tin at 7/13. 

In the Rubber section, the more 
active counters had considerable falls. 
It is a notable point that when an Es- 
tate sells at $1.50, a total of 40 cents 
is deducted to cover Export Duty, Anti 
Cess, Inflationary Cess and Research 
Cess: leaving the Estate $1.10, whilst 
in the case of a sale at $1.25, deduc- 
tions are much less and the Estate re- 
ceives 97-7/8 cents. Considerable 
turnover continued in Langkon Prefs. 
and Ords. both around 2/6d. 


London Gilt-Edge continued to at- 
tract funds but local loans had few 
transactions. 


included equipment for industrial pro- 
jects, communications and transporta- - 
tion as well as metals, petroleum and 
raw materials. China also sought 
direct trade ties with Thailand, 
but possibility was obscure due to lack 
of diplomatic relation and also the lack 
of foreign exchange in Bangkok. 

Japan Trade: Japan increased her 
cement allocation for Hongkong to 
about 20,000 tons per month. From 
the local market, Japan made quantita- 
tive purchases of wheat bran and scrap 
iron. Tokyo announced that the export 
of five major steel products (pig iron, 
half-finished steel goods, plates, bars 
and section) will be banned from 
October 17 to check soaring material 
and production costs. This decision 
was taken as a result of the viclent 
upswing of scrap iron prices which rose 
to 23,500 yen per ton. Japanese steel 
exports during the first fiscal half year 
ended on September 30 reached 1.3 
million tons. 

Indochina Trade: A one-year trade 
agreement amounting to 1,000 million 
Francs each way was signed between 
Vietnam and France. Due to the sim- 
plified import procedure and also the 
lenient acceptance of the certificate of 
origin, trade with Hongkong improved. 
Purchases of Hongkong manufactured 
goods covered enamelwares, aluminium- 
wares, chemical fertilizer and wheat 
bran. Meanwhile, the Polish steamer 
Narwik opened a regular’ service be- 
tween Gdynia and Haiphong in North 
Vietnam. Among the Narwik cargoes 
are 300 tons of Bulgarian textiles, 
footwear and cigarettes for Haiphong. 


Korea Trade: Seoul approved resump- 
tion of trade with Japan on a limited 
scale. Tenders were invited by the 
Korean Government for the supply of 
métals and railroad equipment. In ad- 
dition to her usual purchases of popular 
items from this market, Korea _ also 
showed further keen interest in indus- 
trial tallow, sodium nitrate, stearic 
acid, and red phosphorus. 

Thailand Trade: Thailand increased 
import duty on cotton knitted goods 
last month and encouraged’ export of 
beans, From this market, Thailand’s 
purchases of cotton piece-goods, blan- 
kets and underwears were on. the 
increase. Thailand also bought struc- 
tural steels, cheap cosmetics, woodoil 
and pharmaceuticals. 

Indonesia Trade: Indonesia abolished 
the 50% additional import payment on 
cotton yarn imported by Indonesian 
traders. Import permits granted since 
September 15th amounted to 40 million 
rupiahs, including quiet a handsome 
amount for cotton yarn, coloured piece: 
goods, and enamelwares from Hong- 
kong. Indonesia would probably im- 
port 350,000 tens of rice next year. 

Philippine Trade: Import quota for 
the 4th Quarter was cut down to US$17 
million. The Philippine traders bought 
from this market about half million 
Hongkong Dollars worth of cotton 
yarn. Several] transactions were con- 
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cluded between the Philippines and HK 
on barter basis. The Philippine au- 
thorities banned the entry of eye- 
glasses and frames of Japanese origin. 


Burma Trade: Burma was reported 
to plan an export drive. In order to 
cope with the shortage of foreign fund 
reserves, old import licences granted 
during the ist half of this year were 
cancelled. However, a certain amount 
of exchange was allotted for the im- 
port of knitting factory machinery and 
equipments. Businessmen in Rangoon 
decided to ask the Government to allow 
them to import £750,000 sterling worth 
of textiles within the next two months. 
According to a resolution adopted at a 
meeting of the Union of Burma Cham- 
ber of Commerce, the Chamber would 
ask the Government for half this 
amount as a subsidy. 


Other countries: India resumed the 
export of groundnut oil as a result of 
good crop this year. On the local 
market, India enquired for raw silk. 
Singapore purchased tea and teaseed 
oil A new company was formed in 
New York to handle exclusively goods 
of Oriental origin. This company 
would temporarily concentrate on Japa- 
nese goods and then extend their busi- 
ness scope to other areas in the Orient. 


COMMODITIES 


China Produce: The elevation of 
Chinese export floor price for woodoil, 
the mark-up of London market price, 
the rumour of possible export restric- 
tions by the Chinese authorities and 
the keen demand from overseas stimu- 
lated prices of this item during the 
week. Maize advanced on continued 
purchases by Japan. Yellow bean, 
especially the new crop, was firm and 
active in both local and export trade. 
Garlic drew purchases by S.E. Asia and 
prices improved on account of low 
stock. Gallnuts and broad beans regis- 
tered some purchases by Japan, while 
aniseed star was bought by Europe. 
Citronella oil, in spite of some specula- 
tive operations, remained weak. On the 
price-dipping list were green peas, 
green beans, and aniseed oil. 

Paper: Woodfree printing being de- 
mand over supply, continued on its ad- 
vance with exports to Korea. Trans- 
parent cellulose paper registered im- 
proved prices and active purchases by 
Korea and S.E. Asia. Tissue and glas- 
sine also climbed up. Aluminium foil 
was low in stock and price chalked up. 
M.G. ribbed kraft attracted buying in- 
terest from S.E. Asia and price moved 
up on account of dwindled stock as well 
as higher indent price. M.G. cap and 
duplex board witnessed slight gains 
with local demand while newsprint in 
reams and m.g. pure sulphite remained 
unchanged. Indents were placed for 
November/December shipments on 
many popular items. 

Metals: Scrap iron enjoyed consider- 
able exports to Japan. Demand for 
steel window sash bar was-active and 
price improved on low stock. Tinplate 
waste waste turned sluggish but price 
remained steady. Indent prices for both 


aluminium sheets and mild steel plate 
went up. Local made mild steel round 
bars advanced due to higher cost of 
raw material. Tinplate and steel plate 
also gained as a result of thin stock. 
Demand for galvanized iron sheets was 
moderately active but price was unable 
to improve on account of recent ar- 
rivals. Zine sheets, iron wire nails, 
and tinplate waste ends were all weak 
and without any export demand. 

Industrial Chemicals: Industrial tal- 
low and red phosphorus were keenly 
enquired for by Korea and S.E. Asia. 
Stearic acid was still eagerly required 
by S.E. Asia and _ price jumped _ up. 
Stocks of caustic soda, borax crystal, 
linseed oil, sodium nitrate, and sodium 
hydrosulphite were low, which led to 
price increases on these items. Gum 
copal turned sluggish on account of 
little support from Taiwan. Shellac, 
formalin, and rongalite C. lump con- 
tinued on their weak trend. 


Pharmaceuticals: Metamizole powder 
and santonin crystal were in demand 
by Korea and India, and sulfadiazine 
powder by ina. Thailand bought 
some extract ergot, gum acacia, and 
quinine ethylcarbonate and India made 
purchases on procaine and mecurcho- 
rome crystal. Penicillin preparations 
were firm and glucose powder ad- 
vanced on improved demand. 

Cotton Yarns & Piece Goods: Hong- 
kong yarn was steady with limited pur- 
chases by local knitting factories and 
sizeable orders from U.K. Indian yarn 
continued sluggish due to more arrivals 
and lack of buying interest. Japanese 
yarn witnessed a mixed trend and some 
purchases were made by the local 
factories. Pakistan yarn was weak 
with quite a number of forward selling 
offers on the market, and new supplies 
were expected to arrive about the end 
of this month. In the piece goods 
market, Chinese grey sheeting received 
the warmest support by the local bleach- 
ing factories and prices gained. Japanese 
grey sheeting was turned down by the 
would-be buyers on account of its high 
price. Japanese white shirting was 
weak as there was no outport support. 
Hongkong drills remained steady and 
Hongkong grey’ sheeting registered 
direct exports to U.K. 

Rice: Thailand rice was weak as new 
indent price was lowered and _ stocks 
here were quite heavy. Mainland rice 
moved up on account of short supply. 
Sizeable local turnovers were registered 
towards the end of the week. 

Sugar: Trading turned sluggish as 
Vietnam buying interest wanes. Taiwan 
sugar receded with new arrival of 3,000 
bags. Japanese sugar was also weak 
and new supplies were expected to 
reach here about the end of the month. 
Hongkong sugar and Indonesia granu- 
lated both dipped, while Cuban brown 
Sugar registered only small local deals. 

Cement: Market was quiet and price 
unchanged. A new arrival of 1,400 
tons from Japan was reported. 

Hongkong Products: Quite quantita- 
tive orders for Hongkong yarn were 
received from U.K. Orders for cotton 
gloves and shirts were also secured from 
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that source. Brush factories here are 
busy with orders from Africa, Northern 
Europe, South & Central America, and 
the Middle East. Rubber footwear 
factories, too, are booming with orders 
from U.K. and other territories. Over 
200,000 dozen will be delivered before 
the end of the year. Textile mills and 
bleaching factories are also fully booked 
with orders from Indonesia. Prospects 
for exports of Hongkong made torch 
batteries remain bright as overseas 
markets have recently been improved. 
Plastic water bottles and metalized 
plastics can now be manufactured here. 
Rattan industry here likewise enjoyed 
brisk export to America but profits were 
low on account of the recent increase 
of the rattan prices and_ short 
supply from Indonesia. Local textile 
industry was alarmed by the big in- 
crease in import duties on cotton knit- 
ted goods in Thailand. HK Chinese 


’ Textile Mills Association asked Govern- 


ment to negotiate with Thai authorities 
on the subject. 

Miscellaneous: Plate Glass registered 
heavy turnovers in exports to Okinawa. 
Leather, being on increased demand, 
firmed up, especially the interior leather. 
Cotton blankets realized considerable 
exports as over 20,000 pieces were 
purchased by Vietnam and Thailand. 


NOTICE 


UNION INSURANCE SOCIETY 
OF CANTON, LTD. 


Notice to Shareholders 


NOTICE IS HEREBY GIVEN 
that an Interim Dividend of 
£1.0.0 per share has been de- 
clared On account of the year 
1955. 

This Dividend is payable on or 
after 21st November 1955. 

The SHARE TRANSFER 
BOOKS of the Society will be 
closed from 12th November to 


20th November 1955 both days 
inclusive. 


By Order of the Board, 
D. B. SINCLAIR, 
Assistant General Manager. 


Hongkong, 29th September 1955. 


Published and edited by ERIC E. 
HALPERN for and on behalf of The Far 
Eastern Economic Review Ltd., at 322, 
‘Queen’s Building, Victoria, Hongkong—- 
Telephone: 32429. Cables: Ficom. 

The Far Eastern Economic Review is 
published weekly and printed by the 
Graphic Press Ltd., 4, Queen’s Road, C., 
Hongkong. 

* * 
Annua] subscription rate: $80. 
Overseas $93 or £6.0.0 - or US$16.. 
per single copy: $1.60 


| 
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Watch your profits climb when you ship the modern NWA way! 
NWA Air Cargo helps you reduce warehouse costs, eliminates 
costly crating, speeds turnover of working capital, brings faraway 
markets near. All this edds up to greater profits! 
Only Northwest gives you one-airline service between Hong 
Kong and VU. S. cities coast to coast. Only one responsibility— 
one sirway bill! 


AIRLINES «>» HONG KONG AIRWAYS 


NORT 


Ground Floor, St. George’s Bldg., jce House Street, Hong Ko 14/16 Pedder St., Hong Kong, Telephone: 28504 
Telephone: 32650, 21178, 281717 Peninsulo ange 64366 
Agen 


FLECTRICAL 


The Metropolitan- Vickers Electrical Co., Ltd. has a 
world-wide reputation for Power Station Equipment 
and Electrical Machinery and apparatus of all kinds. 


TURBO and HYDRO-ELECTRIC GENERATORS # GAS 

TURBINES = MARINE ELECTRICAL EQUIPMENT + 

TRANSFORMERS + ELECTRIC TRACTION = MOTORS 

AND CONTROL GEAR « METERS, RELAYS AND 

INSTRUMENTS = WELDING EQUIPMENT «= SWITCH- 

GEAR + RECTIFIERS + ELECTRONICS & RADIO + 
LAMPS & LIGHTING 


METROPOLITAN-VICKERS ELECTRICAL €0., LID. 


MANCHESTER 17, ENGLAND = 
Member of the AEI group of companies. 


Enquiries to: 
HONGKONG: Arnhold & Ceo., Léd., Holland House, Ice House St. 
SHANGHAI: . Sassoon House 


SINGAPORE: McAlister & Co., Léd., 5, Battery Rd; also at Ipoh, 
Penang & Kuala Lumpur 
BANGKOK: Steel Bros. & Co., Léd.; Chartered Bank Buildings 


AX/A609 


e 
| 
PROFITS Northwest 
THI 
EST 
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NOW ON PAN AMERICAN 


ve 


- 


New Super-G 
CLIPPERS 
to MANILA More Than 50 YEARS 


EXPERIENCE AT YOUR SERVICE | 


. 


To 
SOUTH AFRICA AND | 
SOUTH AMERICA V.V. | 


Two regular sailings per month, served a.o. by our wellknown vessels . 
BOISSEVAIN, RUYS, TEGELBERG, TJITJALENGKA, | 
STRAAT BALI, ete. 


Accepting Transhipment Cargo on Through Bills of Lading 


To 
West African Destinations 


Te 
BRITISH EAST AFRICA, MAHE 
FASTEST SERVICE—ONLY 2% HOURS (SEYCHELLES) AND BEIRA V.V. 


Regular monthly sailings with uptodate modern vessels offering 
limited attractive passenger accommodation. 


To 
2 FLIGHTS WEEKLY SINGAPORE, PENANG, BELAWAN DELI 
AND PALEMBANG 
® Pressurized, giant Super-6 Clippers* on all flights Regular Menthiy Galltage | 
Kong and Manila. Te 1 
SINGAPORE, AND INDONESIA (JAVA 
© No increase in fare. NORTHCOAST PORTS AND | 
Fast connections at Manila with “Strato” Clippers ACASSAR 
the U.S.A. Choice of first class or tourist service. 
or reservations, call your travel agent or To 
= JAPAN AND INDONESIA ‘INCL. BALD 
Peninsula Hotel, Phone 64005 Kowloon Special Holiday Fares 
_ Trede-Mark, Pen American World Airways, Inc. Refrigerated carge space, carge oil tanks, 


and strongroom compartments available 


Agents for: 


P Am , HOLLAND EAST ASIA LINE 
AN KRM CAN Fast Regular Monthly Service To Continental Ports 
7 BOOKI | 
WORLD'S MOST EXPERIENCED AIRLINE eo 
Pen American World Airways, Inc., Incorporated in the State of New York, U.S.A., with limited liability Indonesia 
AGENTS THROUGHOUT THE WORLD 


Particulars gladly supplied by 


ROYAL INTEROCEAN LINES 


King’s Bidg. greund floor, Tels. 28015/19. Home Kong. | 


| TRAVEL SHIP 
+4 
| 
= 
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LT p Established 1832 


FAR EAST MERCHANTS 


HONGKONG & SHANGHAI BANK HEAD OFFICE: 14/18 PEDDER STREET, 
BUILDING | HONG KONG 
HONG KONG 


Importers and Exporters, 


4 

| 


P.O. Box No. 36 Telephone No. 28021 Tea and General Merchants. 
Insurance, Shipping and 
| Air Transport 
| Importers, Exporters, Shipping and 
| Insurance Agents, Machinery and 
| Contracting Engineers, Refrigeration GENERAL MANAGERS: 
ele Engineers, Office Equipment Specialists, The Steam Navigation Co., Ltd. 
Pharmaceuticals. GENERAL AGENTS: | 


1 | Lombard Insurance Co., Ltd. 


British Overseas Airways Corporation 
HEAD OFFICE: 


AGENTS: 
24, ST. MARY AXE, LONDON, E.C.3 peepee 
LI Royal Mail Lines Limited 
Prince Line Limited 
| . BRANCHES: Asiatic Steam Navigation Co., Ltd. 
Pacific Transport Lines, Inc. 
VA + HONG KONG MANILA Furness, Withy & Co., Ltd. 
TOKYO COLOMBO The Union-Castle Mail Steamship Co., Ltd. 
, Alliance Assurance Co., Ltd. 
) YOKOHAMA NEW YORK Atlas Assurance Co., Ltd. 
h NAGOYA VANCOUVER Bankers and Traders Insurance Co., Ltd. 
Eastern Federal Union Insurance Co., Ltd. 
KOBE AUCKLAND, N.Z. Economic Insurance Co., Ltd. 
Dp OSAKA Employers’ Liability Assurance Corp., Ltd. 
Legal Insurance Co., Ltd. | 
Merchants’ Marine Insurance Co., Ltd. | 
| SUBSIDIARIES: Queensland Insurance Co., Ltd. | 
. Dodwell & Co., (E. Africa) Ltd., Nairobi, Mombasa, Thistle Insurance Co., Ltd. | 
Kampala and Dar-es-Salaam. Triton Insurance Co., Ltd. | 
Dodwell & Co., (Aust.) Pty. Ltd., Sydney. 
Gardner Diesel Engines, Ltd., Vancouver. —- 
| W. B. Kerr & Co., Ltd., Nairobi and Kampala. 
HONGKONG AIRWAYS LIMITED | 
| Dodsal Ltd., Bombay, Calcutta and New Delhi. THE JARDINE ENGINEERING 


| 


JARDINE, 

CO., LTD. 

> 
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The United Commercial Bank Ltd. ies 
Incorporated in India Vol. 
with Limited Liability Fly Qantas 
FROM 
Authorized Capital: .... HK$96,386,000.- a 
Subscribed Capital: HK$48,193,000.- S 
Paid-up Capital: HK$24,096,000.- in a ore 
Reserve Fund: HK$10,422,000.- OR 
Reserve Liability of Shareholders: ...... HK$24,096,000 - RB k k 
BRANCHES 


4 


A 


to 


90 Branches established in all the important places. 


BURMA MALAY 
Akyab Penang 
Bassein Singapore 
Moulmein 
M andalay PAKISTAN 
Rangoon Karachi 
LONDON: SUPER SERVICE on 


15 Throgmorton Avenue, LONDON, E.C.2. ‘ 
tiper Constellations 


Fly in Super Constellation comfort with Qantas to 
Europe or the U.K.! Operating regular services from 


SAFE DEPOSIT VAULT Singapore and Bangkok, Qantas offers you a choice of 
routings to Europe and London. Stop-over at any route 
The Bank is equipped with modern point—there’s no extra air fare. And aboard Qantas 
airconditioned SAFE DEPOSIT VAULT rat Constellation you may fly either First-Class, 
: | at’s really first-class, or Tourist (20% lower fare)}— 
and provides LOCKERS of different sizes the best in International Tourist Travel. 
according to requirements. See your Travel Agent for details. 


FOREIGN BANKING SERVICE 


The Bank provides complete service 
for Foreign Banking and Exchange all 
over the world in cooperation with first 


AUSTRALIA’S OVERSEAS AIRLINE 
QANTAS EMPIRE AIRWAYS LTD., in assoc. with B.O.A.C. and TEAL 


elass Bankers. 
Agents: JARDINE, MATHESON & CO., LTD. Telephone 27794, 64366 
and leading Travel Agents 
és 4, Queen’s Road 
Whine D. P. SARIN 


Tel. 36071-2-3 Manager. - 


“4 | B. 
| Cc 
| C 
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